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Ii:?I^0DUCTI01T
The instalment business, as highly developed as
it now is, is greatly in need of informative records in
order to properly function as a business. The accounting
systems used in most concerns of the instalment type are
not Satisfactory. Llany retail furniture instalment firms
use the ordinary accounting methods used by stores which
do their business on either a cash or charge basis. Some
instalment houses use a system somewhat adapted to furniture
instalment trading. But no attempt has been made to
standardize a general system of accounting so that the vital
information concerning furniture instalment trading can be
brought out. It is because of this need that this thesis
is written. Yery little has been written on this subject
of instalraent accounting. The files of libraries in some of
our larger cities fail to reveal hardly any written matter
on this subject. It is to be understood that this thesis is
original, and vjritten after some ten years have been devoted
to the actual handling of furniture instalment records.
- 1 -

CILIPTS?. I
VOLUI.IE .IKD THSNJS 0? BUSIIIESS
Instalment accounting is a division of accounting
procedure that should be used by furniture instalment con-
cerns. It is especially adapted to instalment trading and
\
is a system which, if properly followed, should prove very
beneficial. The two main benefits to be derived from es-
tablishing a standard system of accounting for furniture
concerns are:
1, Temporary relief from unnecessary taxes,
2. Vital information available to executives of business.
Tax returns when made out for a retail furniture
instalment house should be made out on a cash receipts basis.
This privilege is given to all instalment houses whose down-
payments average 40;j or less. The percentage has been recent-
ly raised by the federal authorities from a former allow-
ance to a 40% allowance. It can readily be seen that proper
and accurate records must be kept in order to be able to use
the cash receipts basis for reporting income. This privilege,
granted to instalment houses who can qualify, is no more than
equitable because, if otherwise, instalment houses when re-
porting income on an accrual basis would be paying taxes on
income not yet earned or even paid. In other words, report-
ing on an instalment basis allows the merchant to report as
income a certain portion of his receipts rather than his
gross profits on sales. It is therefore obvious that for
taxation purposes, a specific set of accounting records must
be kept.
- 2 -
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3Information necessary in order to properly guide a
"business can not very easily be obtained unless the accounting
system provides for it. It has already been brought out that
for taxation purposes it is necessary to keep proper records.
The doTivn-painaents are not the only necessary facts to ascer-
tain. Something has already been said about reporting a cer-
tain portion of the receipts as income. In order to be able
to ascertain this portion of receipts, the sales records must
also be adapted to an instalment basis. The cash receipts
must also be recorded in such a manner as to be able to allo-
cate all receipts depending upon the date of the original sale.
In other words, the cash receipts of a given year must be al-
located to the year in v/hich the sale was made. This is
necessary in order to determine the rate of per cent to apply
to the receipts.
Information relative to collections, very important
to the executives, must not be confused with down-payments
.
To the merchant, down-payments are also very important to
know, but collections must be known accurately. Too many
furniture instalment houses have only a faint idea of what
their collections really are, let alone loiowing what they
should be. Under-capitalization is often stated to be re-
sponsible for an unfavorable cash situation when in reality
it is poor collections. But hov/ can anyone know whether
collections are what they should be? An arbitrary goal of
a certain per cent of collections is not accurate or advisable.

4Hany retail xurnitare instalment houses have set a goal of
8-1/3, collections on their outstanding accounts for each,
month. Undoubtedly this goal is so set because of the desire
that the average account should not run longer than twelve
months. Professor Douglas (1) of Yale University, having
taught commercial saibjects for many years, presents ten
q.uestions of importance to every business executive. A:nong
these questions are the follov/ing ones:
1. What proportion of the sales are on credit?
2. What were the net losses on credit sales last year?
3. What common figure is accepted as the average net
loss on credit sales last year?
There is altogether too much guess work necessary in any
system of accounting which does not fulfill the requirements
of a particular business, he further states. If the monthly
rate of per cent falls below 8-l/3/», then collections are con-
sidered poor. If the rate reaches 8-l/3fj, or even goes higher,
then collections are good. But no attempt is made to determine
the amount of cash that should be collected. An authority (2)
on world affairs says that, "On the average in any community,
10% of the people buy for cash, 30% on charge account, and
607<j on easy convenient terms". Total retail sales in the
United States in 1925 equalled 58 billion dollars. Of this
|l) Bruckner, Al., modern business: Jeweler's journal, p.54
November 1930
(2) Gouzens, James, Instalment buying and its effects: The
North Ainerican review, Yol.224, p. 80,
liarch-April-LIay 1927

5total, 850 millions were for furniture, 189 millions for
pianos, 33 millions for phonographs, 169 millions for radios.
Of these totals 60fo was easily sold on terms. Any modem
retail furniture instalment firm of to-day sells all of the
above listed articles, namely, furniture, pianos, phonographs,
and radio sets. Yet in spite of this great volume of instal-
ment business, the records which are to guide this field of
business activity are neglected. Ho attempt to date has been
made to standardize a general system of accounting to any
instalment business. Of all the instalment business done, the
furniture instalment group is second only to the automobile
group, in an article written by a Doctor of Philosophy of
Ohio State University (3) it was brought out that about 95;;b
of the furniture stores and 58> of the department stores
surveyed extends instalment credit, and about 65^ of the fur-
niture sold in department stores was sold on an instalment
basis. The following table is very informative:
Table I
Instalment Sales as a Percentage of Total Sales in
J?\imiture Stores on the Basis of Size of Community
in VYhich the Stores Are Located
Population of Communities Instalment Sales as a
Percentage of Total Sales
Up to 5,00u
5,000 to 25,000 67.5
25,000 to 50,000 73.0
50,000 to 100,000 86.5
100,000 and over 76.6
Cordell,Harry V/,, Instalment
Furniture
credit
record.
in the furniture trade:
pp.34,35, November 1930
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It was alLO stated that instaLnent trading was not confined
to stores of any particular class. Instalment credit was
extended by large and small stores and by department stores
as well as furniture stores selling high-grade merchandise
as well as medium-grade and low-grade merchandise. Goods of
a perishable nature
»
if sold on the instalment basis, should
be safeguarded more carefully than goods of a less perishable
nature. These safeguards can be accomplished in this manner:
by selecting credit risks with greater care; by recuiring
larger down-payments and granting shorter credit periods; by
selling perishable goods only along with less perishable goods;
and by placing a higher mark-up on perishable goods. One of
the best safeguards against placing bad risks on the books is
the benefit to be obtained by membership in a credit bureau.
A table presenting the instalment business done in the year
19 S 5 is shown below.

T7
Table II
STATISTICS ON THE PARTIAL PArx.IENT PLAN DURING 1925
M. V. AYERS
TOTAL Sales
ORIGINAL UN-
PAID BALAl'ICE
AVERAGE nJSTAL-
MENTS OUTSTANDING
Autos. New & Used 3,780,000,000 2,546,000,000 1,378,000,000
Household Furniture 789,000,000 684,000,000 542,000,000
Pianos 234,000,000 203,000,000 212,000,000
Phonographs 174,000,000 134,000,000 84,000,000
Sewing liaohines 106,000,000 97,000,000- 77,000,000
Washing Machines 104,000,000 94,000,000 51,000,000
Property Imprvmts. 108,000,000 83,000,000 45,000,000
Radio Sets 181,000,000 139,000,000 41,000,000
Jewelry Store Goods 108,000,000 88,000,000 40,000,000
Clothing 282,000,000 223,000,000 36,000,000
Tractors 75,000,000 52,000,000 28,000,000
Vacuum Cleaners 56,000,000 48,000,000 20,000,000
Farm Machinery 31,000,000 25,000,000 13,000,000
Gas Stoves 27,000,000 23,000,000 12,000,000
Meehan.Refrigerators 16,000,000 14,000,000 11,000,000
All Other Goods 108,000,000 88,000,000 48,000.000
TOTAL 6,179,000,000 4,541,000,000 2,638,000,000
One writer (4) states that, "This business has so arranged
itself that the instalment debt is always about two-thirds paid
and only one-third outstanding”. Out of every dollar spent
(4) Shepherd ,W,G.
,
People are honest : Collier * s p,52 ,November 12,
1927
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8today, a certain definite amoimt of it is for furniture
and over 855o of the furniture bought is on the instalment
method. As already stated, the automobile trade leads the
field of instalment sales, and its share of the dollar is
6.82 cents. Furniture comes next in line with 4.87 cents
of the dollar. The president of the American Bankers*
Association says (5) that, "The average family spends some-
thing like iJSO.OO a year for furniture". It is unnecessary
to show any more reasons for the need of a specific form of
accounting system adapted to the furniture instalment business.
The following is a chart showing the trends of the retail
furniture instalment business as taken from a very recent
publication( 6 )
.
Table III
Instalment Sales as a Percentage of
Total Sales in Furniture Stores.
1915-1926
Furniture record,p. 35, November 1930

CHAPTER II
the sales record
The sales journal presents no particular problem
except that the debiting of instalment sales to accounts
receivable should be debited to accounts receivable of a
given year, namely, the year in which the sale was made.
This is necessary, although rarely done, because of balance
sheet purposes and for infoimative purposes. The accounts
receivable of a retail furniture instalment house are usually
the largest asset. This asset is rarely segregated. It is
simply shown as one figure, although part of this asset may
be long overdue. The executives of the average instalment
establishment themselves are unaware of the age of the
accounts receivable because they are usually too numerous
to age. Ageing is unnecessary if a permanent record is kept
as suggested above. Sales made in 1930 are posted to accounts
receivable for 1930. Collections and down-payments on 1930
accounts are credited to 1930 accounts receivable. The
simple introduction of a few accounts into the general ledger,
and a few extra columns on the cash records provides a perpet-
ual record of balances outstanding on accounts receivable
dating from the inception of the business. Thus the total
accounts receivable as in 1930 can be separated into accounts
receivable of 1930, 19E9, and 19E8. This information is very
important to the executive, because it shows him where his
capital is invested. The percentage of collections now ob-
tained by dividing the amount of collections by the accounts
-9 -

receivable produces one figure. This figure is not informa-
tive enough. It tells nothing. But a percentage of collec-
tions obtained on the different classes of accounts receivable
is very informative. The following table (7) presents in it-
self evidence in favor of proper records for the recording of
collections
.
Table IV
Credit Periods Allowed by 96 Pumiture Stores
Length of Credit Periods ITumber of Stores
(Months
)
S 2
10 9
12 33
18 8
24 4
4 to 12 1
6 to 15 1
6 to 18 1
8 to 15 1
8 to 24 1
9 to 12 (Limit 15) 1
10 to 12 2
10 to 14 1
10 to 16 (Limit 24) 1
12 to 15 6
12 to 16 1
12 to 18 7
12 to 24 4
12 to 30 1
18 to 30 1
^1 on the1 hundred 1
VJa weekly 1
10^0 a month on accounts over $100 1
"To suit customer" ; "IT 0 definite number
of months"; etc. 7
(7) Cordell, Harry W., Instalment credit in the furniture
trade: Furniture record, p.36, November
1930
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Proper records reflect immediately why collections are good
or poor. The one percentage figure may be a good or poor
figure but it doesn’t tell why this condition is so. Assume
that the percentage is poor, in many furniture instalment
houses doing business it is impossible to state what class
of accounts are not paying unless of course every account is
examined. In using the method outlined previously, of keep-
ing accounts receivable and collections of given years sep-
arate from other years, and thus obtaining independent and
separate percentages of collections, the poor paying accounts
are singled out. In fact, if collections are poor, as assumed,
this fact is erroneous, because accounts of 1929 may be paying
very good while 1930 and 1928 accounts may be paying so poorly
that the one percentage obtained reflects a poor percentage.
Assume that collections are good under the system of accounting
now employed in nearly all instalment houses of the furniture
type. This fact is not necessarily true. The 1929 accounts
may be paying as agreed v/hile the 1930 and 1928 accounts may
not be living up to their terms. The posting of 1930 instal-
ment sales to 1930 accounts receivable and the same handling
of receipts provides a truer picture of accounts receivable
and their age. The figure of percentage obtained under the
new system suggested can be con5)ared to the figure or amount
that should be obtained by allocation of sales on a yearly
basis. Under the system used, the percentage is calle^^ood
or poor without any particular reason except that the cash

12
balances are not considered verj favorable. Suppose collec-
tions are poor. Isn't it possible that the collections ob-
tained are all that the accounts agreed to pay? In most
businesses the base on which most calculations are made is
net sales. This is not usually so in a retail furniture
instalment concern. An accountant (8) points out that in
collections, there is only one known quantity, namely, the
amount of collections. Is the base to use sales or ’’out-
standings'’? The answer is clearly that neither is proper,
because a declining volume would deflect the percentage of
collections upward and may show an apparent improvement in
collections whereas a decline in collections is actually
the case. The solution lies in the analysis of monthly
sales by future "maturities’,’ this accountant believes. The
total for each month would be spread over an average period,
predetermined, which period is a sufficient one for collections,
allowing a norma!Vi>eriod for delinquencies beyond which the
accounts should be offset by a reserve. The total of the
portions of each month's sales falling due in any given
month becomes the’’maturities’’for that month. The following
data can now be accurately obtained:
1. Separation of current accounts receivable from those due
in a longer period,
2. The amount of delinquencies is readily known and the reserve
(8J Lius selman,D.Paul
,
Instalment house statements, facts they
should-but seldom do present: Credit
monthly, p.34, March 1928.
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can be properly increased,
3. The correct basis for calculating the percentage of
collections is established, nanely the "maturities” for the
month, or, in other words, the amount which would be collected
if the accounts were paying 100% effectively, is linov/n. It
has now become possible to tell whether or not the proper
amount of collections is being received. Under the new
system explained above, every sale on the instalment basis
can be so allocated as to represent the months and number of
payments in each month due. Thus, a i^l30.00 instalment sale
may call for a iJlO.OO down-payment, the balance in tv/elve
monthly payments of eq^ual amounts. It is clear that the
monthly payment is vl0*00» This system, if carried through
for every sale, will show at the end of the month the amount
that should have been collected during the month. One sub-
sidiary account to the- accounts receivable should be opened
up. This account would be "broken down" into twelve months
representing each .aonth. Every new account, "add-on" sale,
or "re-open" sale, in fact every instalment sale made, would
be entered on the subsidiary sheet in such a iJianner that the
balance of the account, after the down-payment is deducted,
v/ould be used up by allocations of payments on a monthly
basis into the monthly columns suggested above. The collection
of receipts v;ould also be so allocated. This also calls for
the introduction of monthly coluLms on the cash records. At
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the end of the aonth a coini^arison can he made between the
amount that should bo collected and the amount aptually
collected. The above allocation is really one drawing a
very close and fine line. It points out not only the very
year in which the sales were made and which are not paying,
but it points out the very month in which the sale was made.
The delinquent account mal:ing a payment to-day which was
due three months ago presents no different problem. The
payment is credited to the month standing open the longest,
namely the first ;aonth, thus leaving the last two months
open. A payment in advance presents no difficulty either.
The payment is simply credited to the first month open and
has no effect whatsoever on the current month's result.
The proper type of sales ^journal is shovi/n in
Table Y and the closing entry is also sliovm. The reason
that cash sales is included in the entry is because balances
may yet be outstanding on cash sales which balances are to
be collected on a 0. 0. D. basis. The cost of goods sold is
taken care of by use of a memo accoimt of a perpetual inventory.
Sales can be shovmi by departments with their respective costs.
This will bring out the results of the various departments. The
colurmis for the salesmen and ledger controls need no explana-
tion. The do’wn-payment column is used only to show the dovm-pay-
ment amount paid on instalment sales made during the current
month. The column representing the balance on account receiv-

Table V
i
SALES JOURNAL NOVEMBER 1930
Date Instal. Sales Cost Cash Sales Cost Furniture Cost
Nov .30 100,000 60,000 10,000 6,000 75,000 39,000
{ Continuation)
Radio Cost Salesman A Sales Cost Salesman B Sales Cost
35,000 21,000 50,000 30.000 60.000 36.000
( Continuation)
Acc.Rec. Ledger I Ledger II Down-Payments Bal.Acc.Rec. New Sales-Lease
60,000 40.000 10.000 90.000 70.000
( Continuation)
He -Opens Add -0ns
10,000 20 .000
ENTRY
Accounts Receivable 1930 100,000
Cash Accounts Receivable 10,000
Instalment Sales 100,000
Cash Sales 10,000
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able sales made during the current month is to be allocated
to the various months of the year, depending upon the
maturity date.
Table VI shows the subsidiary record to the
accounts receivable. The usual accounts receivable control
in a retail furniture instalment concern is made up of one
general control account of all the receivables and then
follow controls for the individual ledgers. Under the
above mentioned system, the general control account is
unnecessary. It is replaced by yearly accounts receivable
balances. The only new ledger account is the introduction
of a subsidiary record as shovm in Table VI. The form of
record as shown in Table VI is not used in the retail fur-
niture instalment business, and yet it is a guide on col-
lections, showing what they are by months and year com-
pared to what they should be. It is a record that can
greatly aid the credit department in that it points to
the accounts which opened up during a certain month as
not living up to the terms agreed upon. With a record of
this type the credit department is saved all the time of
locating the slow paying accounts. This record also furn-
ishes the executive with a means of testing the efficiency
of the credit department. The introduction of accounts
receivable accounts by years shows the owners of a retail
furniture instalment establishment the balances of accounts

r
17
Table VI
SUBSIDIiiHY HEGOI-ID OF ACCOUNTS HEGFIVABLS BY HONTHS
Jan. Feb.
Date Balance Dr. Cr . Due Pd. Due Pd.
Nov, 30
Sales
100,000
900,000
452,000
(C) 10,000 6,000 6
(C) 90,000 20,000 14
(0438,000
,000 7,000
,000 30,000
5 ,000
15,000
Llarch ,.pril
{ Continuation
)
IJay June July
Ddc Due Td. Due Pd . Due -"a
.
Due o.’d .
6
,
5uO
20,000
0
,
000
20,000
5,U00 o,
..0,000 22
joo
,000
5,UUU ^,0OO :/,UUU
30,000 27,000 35,000
5 .000
50.000
10.000
30.000
10.000
30.000
{ Continuation)
aUg. Sept
.
Oct. Nov. Dec .
Due Pd. Due Pd. Due Pd . Due Pd. Due ?d.
iJToaa
40,000
8,000
30,000
8 , 500 5
75,000 35
,0u0
,000
V,S0u 7,000 ^,500
50,000 43,000 50,000
4,000
51,000
15.000
50.000
15.000
45.000
{ Continuation)
Next Year
350 ,000
In comiecti on with this table see Table V fro:a which opening amounts
were taken. See also tables reflecting collections and sales for year,
tables XYIII and VII respectively
.
i
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outstanding of sales made during any year. It also
shows the age of the asset in v;hich the capital of the
firm is invested.
The labor involved in systematizing the sales
journal and the record closely associated with it, namely,
the record of accounts by months, is very little and yet
it furnishes a wealth of information necessary for proper
guidance in the handling of an instaLment business of the
furniture type. The system of accounting as outlined is
very essential to a retail furniture instalment concern.
If the information obtained from this record is properly
used it is very informative, even from an advertising
standpoint. In this type of business there are three
general classes of an instalment sale. The new instal-
ment sale needs no explanation. The "re-open” sale is,
as the name implies, a sale made to an account closed
out in the past. The "add-on" sale is one which is made
to a customer already having an open, active balance on
the books. The total instalment sales figure is allocated
the
into one of/three above mentioned columns. In this manner,
the advertising department is informed of the percentage
of each type of sales to the entire sales. If any one of
these types of sales is below the average, then some other
method of advertising may be used. But this thesis is
written from an accounting viewpoint. Kearly every new

instalment sale requires a dovm-payment . This do\m-payment
may vary from the customary lO'^ to even 25fj. Let us assume
that the customary 10% dovm-payment prevails in a given
concern. "Add-on” sales or "re-open" sales will usually be
passed, if the past record of the account warrants it,
without the usual per/6ent of down-payment , If no provision
is made in the records, the final down-payment per cent
will be considerably less than lOp, depending upon the
amount in dollars of "re-open" and "add-on" sales. The
proper method to follow as outlined above is to allocate
sales. Thus, at the end of a given period, the true per-
centage on each type of sale can be determined. The pro-
cedure is not very difficult. The nevj sales figure is
available from the sales record. The only amount now
needed is the amount of down-payments divided into initial
payments on new sales, "re-open" sales, and "add-on" sales.
All three of these figures can be obtained by "breaking
dovai" the one down-payment figure, obtained from the cash
records, into three sections. The financial statements
will now be able to reflect three separate, distinct, and
accurate dovm-payment percentages, rather than one down-
payment percentage figure. This information is very inform'
ative because if the down-payments are below the desired
per cent, it is a simple matter to locate the type of sale
which requires a larger down-payment. Most of the retail

20
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furniture instalment houses are using a system/which only
one down-payment percentage is obtained. This percentage
system is not informative in any manner, and is little
better than no system at all. The importance of down-
payments cannot be overemphasized when it is realized
that thru the down-payment does the customer obtain his first
equity in the merchandise leased. The equity is, of course,
theoretical, but from the viewpoint of the instalment con-
cern, the larger the dovn-payment
,
the less liklihood of
a replevin. It must also be remembered that down-payments
constitute one of the two sources of receipts, namely,
collections and down-payments . A record can be kept of
the number of new instalment sales, "re-open” instalment
sales and "add-on” instalment sales so that the average
sale of each type above designated can be ascertained.
The sales journal summary as shown in
Table VII, giving assumed figures for the year can now
be closed. The journalized entry on this table needs no
explanation. At this time the unrealized gross profit
account is opened up. This unrealized gross profit account
may be used in other types of businesses and have its ovm
meaning, but in the retail furniture instalment business
it has its own meaning. This account with a credit balance
reflects the outstanding amount of profits already taken
up on the books as income but not yet collected. This
V?
im
Table VII
SALE JOURNAL YEAR 1930
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Date Instal. Sales Cost Cash Sales cost Furniture Cost
Year 1950 1,000,000 600,000 50,000 50,000 750,000 400,000
( Continuation)
Radio Cost Salesman A Sales Cost Salesman B Sales Cost
500,000 250,000 500,000 500,000 550,000 550,000
( Continuation)
Acc .Rec .Ledger I Ledger II Down-Payments Bal. Acc . Rec. Few Sales-Lease
600,000 400,000 100,000 900,000 700,000
( Continuation)
Re-Opens Add- 0ns
100,000 200 ,000
EITTRY
Accounts Receivable 1930
Cash Accounts Receivable
Instalment Sales
Cash Sales
1,000,000
50,000
1,000,000
50,000
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account is usually combined with the surplus account and
the total is called the surplus of a retail furniture
instalment concern. This account is credited indirectly,
with the gross profit on sales. It is debited with cash
receipts on accounts receivable. These entries are made
only when the books are closed. This account is charged
with the unrealized profit still in it on replevins. It
is also charged with the loss on bad debts for the amount
of unrealized profit remaining in it on these bad accounts.
Table VIII shov/s how the amount of unrealized profit is
determined. Though the amount credited to the unrealized
gross profit account contains profits actually realized
thru cash receipts, the entry is proper. From the cash
records, discussed later, an entry will be made that will
take the realized portion out of the unrealized account.
It is to be understood that the introduction of the un-
realized gross profits account is not only for taxation
purposes, but also for proper closing of the books. This
account should also be arranged so as to have a supporting
schedule which will reflect the amount of unrealized gross
profits outstanding in any year. Thus, if the unrealized
gross profit is introduced for the first time in 1930,
the amount of gross profits can be posted as a credit to
this account, but in addition, it should be credited to
a supporting schedule containing debit and credit columns
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for 1930. Every posting made to the control account will
also be made to the proper year column. It can readily be
seen that when the accounts receivable are allocated to
their respective years, these figures contain both cost and
profits in them. The balances remaining in the supporting
schedule to the unrealized gross profit account contain only
the profit left in the receivables of a given year. It is
to be noted that the unrealized gross profit account does
not function as a surplus account if taken alone. No direct
charges of an extraneous nature can be charged against this
account. The surplus account is the place for such an entry.
Table YIII
DETEmilNATION OE REALIZED .iND UNREALIZED GROSS PROFIT FOR
THE YSIAR 1930
Total
Sales 1,050,000
Cost of Goods Sold 630,000
Cash Sales Lease Sales °/o
50.000 1,000,000 100
30.000 600,000 60
Gross Profit 420,000 20,000 400,000 40
(Realized and
Unrealized)
Dr. Lease Sales 1,000,000
Cash Sales 50,000
Cost of Goods Sold 630,000
Unrealized Gross Profit 420,000
Based on amounts in Table VII
It is to be noted that the percentage of gross profit is
determined only on the instalment sales. The reason is
obvious. This rate of per cent will of course be used in
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determining the amount of realized gross profits to be reported
as income. In Table VIII the rate of per cent is 40 and this
rate will be applied on all receipts applicable to the year
1930, Gash sales are not included because the entire profit
is realized. In Table VIII the gross profit on cash sales is
§20,000 and this amount will be included in the amount re-
ported as income. Even though balances may be still outstand-
ing on cash sales because of C. 0. D. orders, the entire
amount can be reported as income. The journalized entry in
Table VIII will close out all the trading accounts such as
purchases, opening inventory, freight, and will also bring
onto the books the new inventory asset.

CH.^P?ER III
THE JOURN^iL OF CREDITS
The credit journal ie a record open for all types
of credits except cash sales credit. The return of merchandise
by a cash customer can be entered in red in the sales journal
so that the debit to cash sales and credit to sales will be
for the net amount of cash sales, nothing is gained from
entering cash sales credits in the credit journal although it
can be done if desired. The columns for discounts and allow-
ances need no explanatory remarks. The return or cancellation
column is self explanatory. The ”T. B.” (Take Back) or
replevin coluimi needs explanation. lierchandise that is re-
possessed must be allocated depending upon the year in which
the sale was made. This is necessary for taxation purposes.
The principle is the same as used in allocating cash receipts,
allowances, discounts, cancellations, and returns can be
allocated, but the assumption is that they all fall in the
current year's transactions. Of course, if the above mentioned
credits run into large sums, the expense or loss involved
should be a direct charge against unrealized gross profit if
the credit is on account of business done in some prior year.
However, most of these credits can be safely called current
transactions. The replevin is different.
-25 -

Assuue further that ^30, hat: been raid in and that it becomes
necessary to rerossess the merchandise . The merchandise is
repossessed and an appraised cost considerably less than the
original cost is usually assigned to the articles. ^Lssume
this v^lue to be ^£5. It is of course impossible to charge
a loss off on a tax return of !^45. which amount represents
the difference between the balance of the account, ^^70. and
the value of the repossessed merchandise, '^£5. For taxation
purposes the loss is arrived at as follows:
Replevin 70.00 100
Cost 4£.Q0 60
Gross Profit 28.00 40
Per cent of profit in year of sale was 40^S,
Merchandise Value £5
Reserve for Unrealized Gross Profit 28
loss on Replevin ^
Replevin 70
The loss on this replevin for taxation purposes is !^17. and
not o45. as would be expected. The J45. is a book loss which
does not disturb the original profit of p40 . As far as the
books are concerned the entire x^rofit originally assumed of
$40. is lost and in addition $5. more is lost because of the
depreciation in the merchandise value of the replevin. Prom
another viewpoint the loss can also be determined in another
way. The difference betvi/een the merchandise value v;hen the
sale was made, $60. and its value as a repossession, $25.
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is v35. Thus .^35. represents a loss because of a shrinkage
in merchandise value. The receipts of ^30. on this replevin
account represent 60,6 towards cost and 40;3 tov/ards profit.
The 60% on the receipts of $30. eq^ua^s $18 which shows that
of the $60, cost, $18. has already been paid. Thus the
merchandise is now represented as $42. The appraised value
assigned to the merchandise was $25. The loss on the mer-
chandise is now $17. Originally, a profit of $40. was made.
Of the receipts of $30., 40f4 was profit, or stated in money
value, $12 of the profit have already been realized. The
balance of the original profit is now a loss and equals $28,
The loss of $17, on the merchandise plus $28. out of the
unrealized gross profits equals the book loss of $45,
The total of the credits is then "broken down"
into the various ledger controls, and is also placed against
is
the proper salesmen. The year column for replevin^, as
alre^idy explained, an allocation of the replevin. These
year columns show the composition of the replevin total.
This composition is, of course, necessary for taxation
purposes, as well as for informative reasons. There can be
no legitimate objection to treating replevins on account of
current year*s business the same as other credits, namely,
a deduction from sales. This can also be done on the income
return. However, if the replevin is one arising because of
a sale made in a previous year, the loss on it must be
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figured as already shown. The treatment of replevins on the
books raises a question of accounting principle. Should
replevins arising from business done in prior years be treated
as a trading item, or should the loss on these replevins be
treated as a direct charge against the unrealized gross profit
account, using each month as a basis? As far as the balance
sheet is concerned either treatment will result in the same
surplus amount when the unrealized gross profit account is
combined with the surplus account. But as concerns the monthly
profit and loss statement, a different result will arise de-
pending upon how replevins are treated. If the replevin is
treated on the monthly income statement as an item of a trad-
ing nature, the net profit or loss will be effected by the
loss on replevins to the extent of such loss. If the replevin
is treated as a direct charge, against the unrealized gross
profit account, the monthly net profit will show better. This
writer is inclined to treat replevins as an item of a trading
nature. To do otherwise is only to show an untrue profit and
loss statement. It is, of course, also argued the other way.
However, if replevins are charged against the unrealized gross
profit account, the monthly statements might show continuous
profits. But how misleading this is, bacause while the busi-
ness is showing continuous net profits, the surplus accounts
are continuously shrinking. The suiplus accounts might,
eventually, reflect a debit balance which balance will increase
iA 'o ! (.'1
i
t
f
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\
29
while the monthly income statements will reflect continuous
earnings. For this reason alone, it seems advisable to treat
replevins as a trading item. The entry for the treatment of
replevins as an item of trading is, of course, the same as
the entry for credits. The entry is as follows:
Debit, Replevins
Credit, Accounts Receivable.
The entry is in the amount of the replevin. The inventory
memo account is increased by the amount of the appraised
value of the merchandise repossessed, and the difference
between the accounts receivable credit and the merchandise
value is reflected as a loss in the trading section.
The entry for the treatment of replevins as a
direct charge aghinst the unrealized gross profit account is
as follows:
Debit, Purchases
Debit, Unrealized Gross Profits
Credit, Accounts Receivable.
The debit to purchases is in the amount of the appraised
value of the merchandise. The credit to accounts receivable
is for the balance of the poor account. The difference is
the debit to the unrealized gross profits account. The sit-
uation is indeed rare in which a profit is made on a replevin.
This is usually so because of the small equity the customer
has in the merchandise and also because of the shrinkage of
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value in the merchandise. If a profit is realized on a
replevin, the profit is credited to the surplus account.
This is so because there is nothing in the unrealized
gross profit account as unrealized on this replevin. The
unrealized gross profit account has already been reduced
and the surplus account increased thru the entry from the
cash records. The column headed "Cash Paid in on Replevins"
is used only for informative reasons. It reflects the amount
paid in on replevins, and a ratio between the original
selling price and the amoimt paid in can be obtained. The
importance of replevins carinot be overemphasized. Profits
in a retail furniture instalment house usually depend upon
the amount of replevins made. One writer (9) says, "One
of the principal reasons why so many furniture stores lost
money in 1928 was because of the heavy loss on give-ups
and repossessions. Losses on give-ups and repossessions
are caused by three things,
1. In an effort to secure volume, stores 'loosen-up* on
down -payments and terms,
2. Advertising lower and lo'wer terms attracts a class of
trade that cannot pay,
3. The low dovffi.-payment
.
The lo;ver the down-payment, the lower the equity, and the
greater the disposition to give up the goods,
7
(9J Ritter, Ceorge, V/here the salesman can help: The Seng
book, p. 8, July 1929
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Table IX
JOURNAL OF CREDITS EOR YEiVR OR 1930
Date Total Credits Cost Credit Allowances Discounts Returns & Cancels.
100 >000 40,000 5,000 6,000 25,000
( Continuation)
Cost Credit Replevins Appraised Cost Credit Salesman A Credit Cost Credit
15,000 64,000 25,000 45,000 20,000
( Continuation)
Salesman B Credit Cost Credit Ledger I Ledger II Furniture Cost
55,000 20,000 35,000 65,000 75,000 30,000
( Continuation)
Radio Cost Cash Pd, In-Replevins 1929 1930
25,000 10,000 24,000 34,000 30,000
ENTRY
Replevins 64,000
Allowances 5,000
Discounts 6,000
Returns and Cancellations 25,000
Accounts Receivable 100,000
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Table IX is a form of credit journal that should be used in
a modem retail furniture instalment concern. The closing entry
of the credit journal is shown in Table IX and is self explana-
tory. The method of closing out the replevin account has already
been pointed out. The following computations will close out
the BL^iounts reflected in Table DI:
Table X
DETXRIIIIIATIOIT OJ? UITRS^jIZED GHOSS PROFITS IIT REPLSYIITS
~~ Total 19 £.9 lOaO
Total 64,000 34,000 30,000
Cost 36,700 18,700 18.000
Gross Profit TTT’T^UU’ IB ,000 1^,000
Per Cent 45 40
Cost Total 36,700
Appraised Value 25,000
Loss 11,700
Peplevins on radio mc-rcluaidise are very costly because,
of the nature of the article. Tubes are cuichly used up, and
models continually changing. Radio sales are seasonal. It is
because of this reason and because of the nature of the article
that a reserve must be created for heavy losses on replevins
when the radio season is past. The amount of reserve could be
withheld from the monthly income statement, xvadio sales become
heavy during the rail and winter and usually decline during -
the Bumiaer and spring, a survey ( xUj recently made brought out
that in 1929 the average sales value per radio set sold was $165.
as compared with $158; for the last three months of 1928 and $167.
for July, August and September of 1928. Replevins will some-
times out run sales if liberal terms are not restricted.
IlUj Rockford journal, p. 0, June, July 19^9
<
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Terms on radio sales should not extend for more than ten
months. Longer terms result in more replevins and losses.
Surveys have been made, and are still being made, and nearly
every one. of these surveys has brought out that replevins
are very dangerous. A survey (11) recently made among
fifty representative stores brought out the point that
furniture, rugs, and sweepers were proper articles to sell
on the instalment plan. The reason for this is undoubtedly
because the book loss arising from replevins is not as
great as on other articles. The survey also brought out
that the majority surveyed believed in obtaining a down-payment
of 25^ on furniture. This thesis ccncems instalment accounting
records of a retail fumiture instalment business, but in
order to properly understand the necessity of some specific
forms or system to follow, it is desirable to survey the
business at least in some respect. The survey (quoted above
brought out that the time to be allowed for payment in full
is no where near standardized. Some state that their terms
allow payment anywhere from four to eighteen months and
some concerns have sold pianos on a four year basis. The
merchandise value of a replevin made on an article four
years old and used would usually be very small. The loss
would be large unless the amount paid in nearly closed out
the account.
I il) Controllers* congress of the national retail dry-goods
association, Instalment selling-cost and
accounting, p.6. May 14, 1928
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A depression in this business is usually the
cause of an increase of replevins. '/Vithout proper records
the replevins may cause serious damage to a going concern.
One writer (IE) says that, ’’Liquidation of customers’ ac-
counts should keep pace with the rate of depreciation of
merchandise sold to her". In other words, the life of the
article sold should be divided over so many months. Payments
should be based on this calculation and equal the depre-
ciation in amount. Again the replevin is concerned. The
credit journal is perhaps the most important and informative
record in a retail furniture instalment house. Without
it, the losses that reflect on the statements cannot be
properly traced or the specific reasons ascertained. This
journal, if no other, should be standardized. A certain
certified public accountant (13) says, "Instalment accounting
needs to be both accurately detailed and instantly explana-
tory so that instalment dealers may control their expenses
and keep selling prices down in competition with department
stores Trade associations should start a movement
toward adoption of a standard system of instalment accounting",
A field of business activity as important as is the retail
furniture instalment business should be properly guided.
(12) Editorial, Depreciation, liquidation and instalment
selling: Printers' ink, p, 69, June 4, 1925
(13) Stem, Harry A.(C.P.A.), Instalment accounts: The
credit stores magazine, New York City,
pp.77, 101, July 1929
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A very well knovi/n econoraist (14) saye that the worst crop
failure in this country this year is the failure of the
instalment sales crop. Reference was made undoubtedly to
the year of 1930. In connection with the economist's
statement it is well to present the following table (15)
taken from a very recent and authoritative publication.
Especial attention is directed to the very last item and the
comparative percentages.
14) Bab son, Roger, Furniture age, p.33, IT ovember 1930
15) Monthly review of the federal reserve bank of Boston,
p.7, November 1930
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Table ::i
BY DEP^HTIIEITTS— SIJGL^TD STORES
19S9=100
of September
Silk and Velvet Dress Goods
Woolen Dress Goods
Cotton Dress Goods
Silverware and Jewelry
Men*s Clothing
Llen*s Furnishings
Boys* Wear
Women's Ready-to-Wear
Mieses' Ready-to-Wear
Juniors* and Girls* Ready-to-Wear
Millinery
Women's and Children's Gloves
Corsets and Brassieres
Women's and Children's Hosiery
Knit Underwear, including Glove Silk
Silk and Muslin Undent ear
Women's and Children's Shoes
Furniture
Silk and Velvet Dress Goods
Woolen Dress Goods
Cotton Dress Goods
Silverware and Jewelry
Men's Clothing
Men's Furnishings
Boys' Wear
Women's Ready-to-V/ear
Misses' Ready-to-Wear
Juniors* and Girls* Ready-to-Wear
Millinery
Women's and Children's Gloves
Corsets and Brassieres
Women's and Children's Hosiery
Knit Underwear, including Glove Silk
Silk and Muslin Underwear
Women's and Children's Shoes
Furniture
1927 1928 1929 1930
111 105 100 80
149 127 100 74
128 114 100 84
98 94 100 93
109 113 100 75
101 100 100 92
105 108 100 83
125 111 100 79
95 100 100 86
73 88 100 87
105 104 100 97
85 102 100 107
98 92 100 no
97 97 100 92
95 92 100 73
109 96 100 92
95 99 100 101
99 99 100 85
January through September
1927 1928 1929 1930
124 110 100 89
144 124 100 80
114 108 100 93
102 98 100 94
102 105 100 91
98 99 100 96
107 104 100 92
108 104 100 90
95 97 100 97
78 90 100 99
103 99 100 98
101 100 100 111
103 99 100 104
95 96 100 95
101 98 100 87
112 103 100 95
99 99 100 97
99 96 100 94

GKiPTEH IV
THE JOURNAL OF SPECIAL SALES
The journal of special sales is a sales journal
in which sales such as accommodation sales, sales to employees
and the like are entered* The principle involved is simply to
keep out of the sales journal sales on which the profit is low.
For taxation or accounting purposes the small profit made on
these sales can be credited to other income, rather than to
allocate the receipts and report the profit on a determined
basis obtained by ratios. This journal can be of the
simplest type because no instalment accounting principle is
involved. The one thing to bear in mind is that sales made
to employees will many times be made on an instalment basis.
That is, payments will be made periodically. Because of
this reason, and because small profits are made on this type
of sales, all sales, if not cash sales, should be charged to
special accounts receivable, rather than to the usual instal-
ment account receivable. Gash sales oaiy be charged to cash
accounts receivable. The correct credit will come from
the cash records. It is to be remembered that the receipts
on account of any sales entered in this book will not be
reported as income because the net profit is to be credited
to other income as explained above. 'i/Then reporting receipts
as income, receipts on cash sales made thru this record
should be eliminated, because to do otherwise would be to
-37 -
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Table XII
JOURNAL OF SPECIAL SALES FOR YEAR 1930
Date Charge Sales Cost Cash Sales Cost Furniture
Year 1930 10.000 9.800 1.000 1.000 9.500
( Cent inuation)
Cost Radio Cost
9,300 1,500 1,500
ENTRY
Special Accounts Receivable 10,000
Cash Accounts Receivable 1,000
Special Sales
Other Income
10,800
EOO
1f
i
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permit double taxation on this tjiTpe of receipt. As previously
explained, it is best not to report receipts on cash sales but
better to report the entire profit on cash sales, even if
some balances are still outstanding and to be paid on a C.O.D.
basis. The only other factor to be aware of is that this
record is one to be considered in the memo account of the
inventory record. Table XII is a satisfactory form of a
Journal of special sales.
The closing entry as shown on Table XII is not
difficult to understand. The special sales account is credited
for the cost of the merchandise sold and is eventually a
credit to purchases in order to show the true net purchases
of the
made for the sales volume . Kcne /questions or theories involved
in any of the records so far discussed arise in this book.
There is no question of gross profits ratio, unrealized gross
profits, down-payment s , collections, or replevins. In con-
nection with this account, it seems advisable to consider
the inventory memo account because it ties up with the sales
records. Table XIII shows the composition of the inventory
memo account. The figures in Table XIII are assumed figures
and show how a memo account of inventory can be kept in a
retail furniture instalment house. This, of course, implies
that a system of costing each sale is in use. The entry
to the inventory memo account of purchases is a support to the
purchases Journal. The frei^t inward is "broken down” into
(
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departments and then posted to this memo account. The
figure for replevins and credits is obtained from the Journal
of credits. The cost of goods sold is obtained from the
record of sales, .
In some stores, the sales Journal is the only
Journal used for transactions of a trading nature. In
such a case, only the net cost of goods sold would be
shown. The replevin figure is hidden in the sales Journal.
This method of treating credits to cost is not advocated.
It is better to show itens separately. The special sales
cost is obtained from the Journal of special sales and is
a supporting record to the credit balance in the account
called special sales. This memo of the inventory account
could be incorporated into the general books involving
entries of debit and credit, but it seems unnecessary and
not worth the work involved in opening the various necessary
accounts. The total inventory value at the end of the period
is then transferred to the profit and loss statement as the
closing inventory and then later placed on the current
balance sheet.
The stock record system should be so arranged,
by quantity value and value in dollars, as to afford a
monthly check on the control of the departments. Just as
trial balances are taken, so should balances of money values
be taken of departments and compared with the controls in
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the inventory account. Errors recently made can thus he easily
located. Too often are stock records considered as of minor
importance when a system as outlined above can very easily be
used as an internal check on merchandise transactions.
Table XIII
PERPETUAL INVENTORY RECORD
Total Furniture Radio
Nov. 1. 1930 75,000 60,000 15,000
Purchases 50,000 30,000 20,000
Freight 500 300 200
Replevins and Credits 40,000 30,000 10,000
Total 165.500 120,300 45,200
Cost of Goods Sold 66,000 50,000 16,000
Special Sales-Cost 7.900 7.000 900
Total 73.900 57.000 16.900
Balance December 1, 1930 91,600 63,300 28,300
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CHAPTER Y
MISCELLANEOUS CHARGES
The introduction of miscellaneous items into the sales
record, credit record, or even the special sales record does not
produce a difficult situation involving accounting principle.
But the introduction of these items must be considered as entries
to be made on the books and perhaps even on tax returns. In a
cash or charge store, miscellaneous items such as will be dis-
cussed are not in use. In the retail furniture instalment houses
there are three general classes of charges which are sometimes
added to the instalment sale. These are:
1. Carrying charges,
2. Finance charges,
3. Interest charges.
The first one mentioned, the carrying charge, is based on the
length of the new sale, or even "add-on” sale or "re-open" sale
and equals 1/2 of l^o per month usually. The work involved in
computing 1/2 of Vfo per month on outstanding balances each month
is considerable. Some stores therefore arrive at the result by
the following method.
Table XIV
Instalment Sale 500
Lown-Payment 50
Account Receivable Balance 450
Terms of $30, per Month 15 Months
In Terms of Per Gent 74^
l^/o X 450 Equals Charge of 33,75
Instalment Sale 500
Charge 33.75
Total sale 533,75
L
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It is to be understood that ethically the computation is not
correct, because it should be figured on outstanding balance
at each monthly period. In sane stores the above rate of
would be applied to the original purchase of $500, thus
not even allowing for the down-payment. This is, of course,
also unethical. In fact, any amount of money paid in on an
account before the merchandise is delivered should be con-
sidered as a deduction from the purchase price before com-
puting charges to be made. The carrying charge is sometimes
of a temporary nature depending upon fulfillment of the
lease contract. If terms are lived up to, the charge will
sometimes be deducted with the final payment. This also
holds true of finance charges, which may or may not be perma-
nent. It all depends upon the wording of the lease contract.
Interest charges, however, are usually of a permanent nature.
Whatever the nature of the charge, ethics should be considered
in the computation. 7/e are of course concerned only with the
accounting procedure necessary regardless of the names assigned
to the various charges. If the charge is a permanent one, it
belongs on the account receivable and should be treated as
other income. Some retail furniture instalment houses treat
the permanent charge as a part of the sale. This treatment is
of course incorrect and misleading. It tends to inflate sales,
reduce percentage of dovm.-payments
,
and acts as a decreasing
factor in the section provided for other income. The granting
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of terms is also involved. Terms should be based on the total
sale including the permanent charge, or otherv»;ise the desired
rate of collections will not be obtained because the amount of
charges on the accounts receivable will not, and should not, be
considered as paid until the merchandise is all paid for.
The permanent charge, if treated as other income, will not be
misleading in the mark-up. If included in the sale, it will
increase the mark-up erroneously and because of poor accounting
procedure. A column should be opened up in the sales journal
called "Permanent Charges on Accounts Heceivable”. The amount
of this charge should be entered in this column and in the
ledger control for accounts receivable. It should not be
entered in any other column, unless it is desired to enter it
in the salesmen's columns. It has no place in the columns
for departmental sales. The entry to bring this item on to
the books would be as follows:
Debit, Accounts Receivable
Credit, Other Income -Permanent Charges on
Instalment Accounts Receivable.
The same principle is involved as concerns the credit journal.
A similar column should be opened up in the credit journal,
and the charges on returns, cancellations, and replevins
should be entered there. In other words, the procedure already
outlined for the credit journal is not changed any, one addi-
tional entry is introduced. In no case should any portion of
permanent charges be considered as paid until the merchandise
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is first paid for. The entry from the journal of credits for
the charges would be as follows:
Debit, Other Income -Permanent charges on Instalment
Accounts Receivable
Credit, Accounts Receivable
Charges of a permanent nature are purely items
properly called other income or if a debit they become other
charges. If treated on the records as an addition to sales,
this, of course, increases the amount of cash necessary to
report as income because of the higher rate of gross profit
obtained. The special journal is usually in no way effected
because charges are not, as a rule, added to these sales of
a special nature. It seems perfectly legitimate to include
in the accounts receivable permanent charges. Permanent
charges have already been discussed from the viewpoint of
accounting procedure both for instalment record purposes
and for purposes of taxation. But suppose the charge is not
of a permanent nature. How then should this item be treated?
Charges of a temporary or contingent nature need
other treatment. Some retail furniture instalment houses place
a charge, similar to one already discussed, on the customei*£
account but this charge is to be deducted with the last payment
if terms of the contract are fulfilled, a column properly
headed should be opened up in the sales and credit journal
and the temporary charge can be entered in this column. But
should it be posted to the accounts receivable? Yes. To do
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other;7lS8 wouxcL oe unwise, -rhe amount of these charges,
however, should not he considered as income anyv/here. The
total of these charges should be credited to a suspense or
reserve account and entries coming from the credit loumal
should be debited to this account. The net balance on this
account should in addition to the regular reserve be deducted
from the accounts receivable. This system is better and more
logical than one calling for the omission of this charge from
the books entirely. The same purpose is accomplished by the
treatment outlined above. In this situation, as well as that
involving permanent charges, the sales price must first be
paid before these charges are to be considered as permanent
if the account is overdue. To treat contingent income as in-
come is only to inflate the accounts receivable, inflate
income, inflate taxes, and inflate mark-up and gross profit.
A condition of this nature is, of course, untrue and shows
overstated results. The following entries for temporary or
contingent charges will come from the sales and credit journal:
Debit, Accounts Receivable
Credit, Contingent Charge on Accounts Receivable
These charges are of a contingent nature
and always added to accounts receivable
for the current month as taken from the
sales journal.
Debit .Contingent Charge on Accounts Receivable
Credit, Accounts Receivable
Reduction of contingent account because of
charges or cancellation of sale and replevins
as taken from the journal of credits.
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Some retail faiTiiture instalment houses use the
general journal for miscellaneous charges and credits hut
the entries are numerous and the sales journal is the proper
place for entry of an item which is added to the receivables
and computed the same time the sale is computed. A subsidiary
record must also be kept of the accounts which were obliged
to pay the extra charge because of extra time taken in paying
the contract amount. Monthly, or whatever period is desired,
the realized charges should be put in the form of a journal
entry such as this:
Debit, Contingent Charge on Accounts Receivable
Credit, Other Income.
The credit to other income is made provided the income is realized
on sales made during the current period. If the income realized
is because of sales made in a past period, the credit is one
to surplus. In no way does the account of unrealized gross
profit become effected. This is so because the contingent item
is not considered as anything but as a deduction from accounts
receivable until this item becomes a realized profit. At the
time the charge becomes a real profit it must be reported as
incone on the tax return.
If the charge is one called interest, some retail
furniture instalment houses use it as a credit against the
interest expense on their books. This reasoning is not at
all illogical. The interest charged the firm is usually
because of loans contracted in order to be able to carry the
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accounts receivable. Interest, therefore, charged to these
accounts receivable can be credited to the interest expense
account. In order to quickly and accurately determine the
rate of interest to use on the instalment sale, some concerns
use a schedule similar to the following one, converting the
months into a ratio of 1/2 of I'p per month:
Table XV
Weeks Uonths
52 12 6
57 13 6^
61 14 7
65 15 7 a
70 16 8
74 17 8a-
78 18 9
83 19 9k
87 20 10
91 21 lot
96 22 11
100 23 11^
104 24 12
109 25 12g-
113 26 13
117 27 13f
122 28 14
126 29 14t
130 30 15
135 31 152
139 32 16
143 33 l^i?
148 34 17
152 35 17 a
156 36 18
Because of carrying charges or the like, the question
often arises as to how to determine the basic figure. The
cash-plus-carrying charge plan has met with success and gaining
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favor. This plan adds a charge to the cash price and the cash’
price is thus the base and properly so. The use of the instal-
ment price as a base is unwise and very often erroneous. Llany
of the states in the middle west follow this plan (16). Assume
a situation in which a deductible charge, one of a contingent
nature, is added to the account receivable and credited to an
account for contingent income. Assume further that the account
receivable is overdue, A condition as such immediately converts
the contingent charge into one of a permanent nature. The
question will now arise as to the proper procedure to adopt in
a situation such as outlined above. Should the contingent
account be charged and other income credited, or should, the
credit be to the unrealized gross profit account? It v/ill be
claimed that if the amount due on the furniture is in arrears
that it will be unlikely that the carrying charge will ever be
collected. This reason is not without favor. However, the
better plan is to charge the contingent account and credit
other income. If the other income is not realized, or if a
replevin is put thru the books, the carrying charge portion of
it will be charged against other income. There is, of course,
no serious objection to crediting the unrealized gross profit
account except that the amount of cash to be reported as income
on the tax re -turn is needlessly increased. It is recommended
that retail furniture instalment houses adopt a uniform and
(16) Editorial, Detroiters sold on carrying charge: Furniture
record, p, 41, November ±930
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standard rule regarding these miscellaneous charges. This
policy is needed not only for uniformity in practice but for
standardization of the treatment items of this sort should
receive, Hany concerns have no other charges whatsoever.
They simply increase the selling price of the goods to the
extent of the charge. The following article by a Boston
attorney (17) well acquainted with the retail furniture instal-
ment business through his association with the Home i^mishers
Association of Massachusetts bears out the point that uniform-
ity is very desirable: ’’The retail dealers of Massachusetts
have probably been concerned more over the question of marking
prices on goods, during the past year or two, than any other
subject, Massachusetts was a pioneer in installment business,
or selling on conditional sales. The so-called thirty day
provision in the law and the Massachusetts statute regulating
leases stood the test many years and has been the model for a
number of other states.
Up to a few years ago the installment business in
other lines did not amount to a great deal, but in the past
ten years practically every line of merchandise, including
automobiles, has been sold on lease.
The furniture dealers have sold their goods on an
installment basis without consideration of the cash customers
and having in mind the fact that probably dOyo of their goods
117) Yont, A.B., Editorial: The home fumisiier, p, 4, October
1930
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were sold on installment. They advertised extensively one
price and it was embarrassing to handle the small percentage
who desired to pay cash and v;ho were undoubtedly entitled to
a discount. Some of the dealers claimed that they could afford
to sell on installments as cheap as they could for cash but,
of course, this was not borne out by reason. A few of the
dealers have made a discount for cash and others have added a
small percentage for installment sales. The fact remains,
however, that by far the greater number of retail dealers have
advertised on a basis of installment sales because the business
was largely on installments, and they were compelled to make
discounts for the small cash customers who purchased on other
terms
.
The automobile people did not fall into this error*
Prices were fixed and unchangeable. A small carrying charge
was added on installments so that the customers knew exactly
what they were paying for. Some two years ago Hr, Eagle
Freshwater gave a series of talks in this locality, called
attention to the error of the present conditions and earnestly
recommended that all prices be fixed with a carrying charge
for installment sales* An earnest effort has been made through-
out the country to put the installment business on a single
basis by showing the customer that he or she is paying for
cash or installments. It is claimed by many dealers who have
adopted the new plans that their collections have been much
:
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better, that the thrifty purchaser will pay the account much
more promptly if she realizes that she is saving money by so
doing. It is certainly no inducement for a customer to pay
up promptly when dealers carry the account sometimes from 15
months to 2 years without making any charge above the original
price. Some of them attempt to charge interest but without
success.
We believe that with the present tendency to sell on
closer margin above cost that the dealers will be compelled to
draw a distinction between the installment and the cash business
and to charge for carrying the customer until the bill is paid.
The question is troubling a great many dealers who would like
to make an extra charge to the lease customers, but the diffi-
culty is, they have been advertising for years that they are
selling on credit at the same prices as the dealers who sell
for cash. The western dealers have apparently been more pro-
gressive and have put the change into effect. Thus far results
have been very satisfactory, but we shall follow their exper-
iment with considerable interest."
r
CHxkPTEH VI
THE CASH RECORDS
In the cash records we are concerned with collections
and down-payments . The allocation of receipts is not difficult
but must be understood. In theory this allocation is not dif-
ferent from allocation of replevins. An allocation requiring
two or even more allocations is based on the same principle
as one requiring only one allocaticai. Provision must be made
in these records for the dovn -payments on new, "re-open”, and
"add-on” sales. Provision must also be made for collections.
In addition, payxaents on account must be allocated to their
proper monthly column as already explained earlier in this
thesis. The original book of entry is in the form of a daily
record of receipts. Table XVI shows this record. The first
column is the total column from which allocations are made
into the ledger columns, collection column, down-payment
column for new sales, dovm-payment column for "re-open” sales,
and down-payment column for "add-on” sales* Thus, at the end
of the day, the total receipts can be transferred to the sum-
mary book. In fact all totals from the daily sheet are trans-
ferred to the summary book of cash receipts. The total col-
umn agrees with the sum of the ledger control columns, and
also with the sum of collections and down-payments considering
that receipts on cash sales, and special sales, and items of
a general nature are included. The allocation for years is
-53 -
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Table XVI
DAILY RECORD OE CASH RECEIPTS
Lease Number Name Amount Ledger I Ledger 11 Collections
( Continuati on)
Total D.P.'s D.P.'S New Sales D.P.'s Re-Open Sales
( Continuat ion
)
D.P.*s Add-On Sales Year 1930 Year 1929 Jan, Peb. March
( Continuation)
April May June July Aug. Sept. Oct, Hov. Dec. Cash-Special Sales
{ Continuation
)
Cash Sales Oeneral Items
figures are omitted from this table because
Table ICVIII is similar to this table except
that it is a summary table and contains yearly
amounts
.
^r.
1/
iI
I
>
I
I
I
V
.
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made simultaneously with posting to the individual account so
that the sum of the totals of the year columns plus cash
received on cash sales, special sales, and sundry items will
also eq^Ucil the total receipts column. The accounting princi-
ple involved in allocating receipts by years for taxation
purposes has already been discussed. But the modem retail
furniture instalment house does not employ any system whereby
actual collections can be compared with what these collections
should be according to the terms granted. The most important
allocation is not provided for. The allocation of receipts
on a monthly basis is the most important one which should con-
cern the executives of a retail furniture instalment house.
The introduction of tv/elve monthly columns designated by the
names of the various months in the calendar would solve the
problem. This allocation can also be done simultaneously
with posting. If customer A pays $10. it is posted to the
credit of his account and then allocated to a year column
corresponding to the year in which he made his purchase. The
other allocation can be made at the same time by referring to
the account, as already done v;hen making the allocation to
the year column, and thus entering the payment in the month
corresponding to the due date of the given payment. The sum
of the totals of these columns should equal the total of the
collections. These allocations are then transferred to the
general ledger. These credits to the subsidiary account with
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the accoxmtB receivable will enable a comparison between
collections as they are and what they should be. The system
as outlined above requires only one additional operation, yet
it produces very important information. Collections maycbe
good and the system suggested might indicate that this con-
dition is so only because of collections on very recent sales.
The older accounts may be very delinquent, or even the reverse
may be true. The older accounts may be providing the bulk of
receipts and the nev/ accounts might be very delinquent. If
collections are poor, this system points out the very month
in which the delinquent accounts were sold. All this is
easily detenained by reference only to one subsisiary account,
Hot even the handling of the physical accounts is necessary.
This subsidiary account acts also as a check up on the effi-
ciency of the credit department. As it is now, many retail
furniture instalment concerns are running their business in
a haphazard manner. They have nothing to guide them except
certain arbitrary percentages. Instead of comparing facts
with certainties, they are comparing guesses with certainties.
The retail furniture instalment business cannot be compared
with any other business. It sttjids by itself and must accept
systems advocated by authorities. A standardized system of
accounts is advocated for the retail fumiture instalment
business and if only for the good of the business, this system
should be acceyted.

Dom-payaen te sud collections are the sources fron v;hich the
retail furniture inetalraent merchant obtains his funds. The
following table (18) is very infoTraative from a collection
viewpoint
:
{.
..
f A.- ' *
(l8) Cordell, Harry W., Instalment credit in the furniture trade:
Pumiture record, p. 37, IJ'ovember 1930

relative PR0I.IPT1IESS WITH WHICH PAYI.IEI^TS WERE COMPLETED OH 5815 irSTAL!IEITT
SxiLES GL^SSIPIEP OH TEE lUSlS OP TH'E AIIOUIIT OP THE D 07/11 -PAY! HE: T
- “ Total 1:0 . orContractE
nature ITo.of on Tnich Pyints.
of Instal.
Dovm- Contracts
Pay- #
ftem ment
Talkie :vni 58
bewing
Hachines
7/ere Completed
Wi til in V/i tiiin
OOPys. Contract
Pe ri od ifU=
"Sashing
Uachines
Regular
Under Peg. over ^
•v5. or less
a»g
Regular
Under reg. over :^5.
or less
Rags
-OTcEeF
Cabinets
egular
Under reg, over $5.
^5, or less
Regular
Under reg. over
o5, or less
•^5. 1
X
1
fhonograpns
wearing
iipparel
Regular
Under reg. over
y5. or less
Regular [
Under reg. over
v5. or less
fc
()*» C
47
4
18
T4T
45
5
2
TS
15
2
TF
1
5
TT
17
Total
485 129 233 123
146 29 82 35
89 22 39
52 7 23 22
135 13 55 67
324 100 yO I3T
171 52 52 57
34 8 14 12
3
11
13
3
^ C
’2>0
Bauos Regular
Under reg. over ^5,
o5. or less
Regular
Under reg. over
o5. or less
W
35
3
~T
2
p
TTF
!!Tsr
Zlectrified
3TCr
170
8
"XF
4
5
105
72
1 4
X
35.
1
2
1
Vacuum
Cleaners
Regular
Under reg, over y5.
y5. or less
ST7
180
351
BB
22
31
TOO
91
159
BO
57
151
Ice Regular 31 15 2 13
He frigs
.
Under reg. over y5. 7 1 3 3
y5. or less 57 19 9 29
Ironing Regular TB £ 0
Ilachines Under reg. over y5. 5 1 1 3
y5, or less 53 15 14 24
Stoves Regular 53 17 9 27
end Under reg, over 35* 53 13 16 24
Heaters y5. or less 108 30 42 36
^Iverware Regular 16 5 9 2
and Under reg. over 35* 7 3 2 2
Jewelry 35. or less O 1 1
lUruilnire Regular 107
—
BO lOB
Under reg. over 35. 103 22 37 44
y5. or less 35 9 10 16
iiecHanical Regular 5 2 1
Hefrigs
.
Under reg. over 35. 11 5 5 1
35. or less
fbXals
Under reg. over
35, or less
yO .
BOOB —SOI
—
—75B BOB
813 179 323 311
857 154 402 401
f
iciu IS, an amount e<iual to not less than 10 to 25"6 of the purchase price.
The normal minimum down-payment reciuirement of tliis store was 10,15,20, or
25fo of the purchase price - the percentage depending upon the nature of
the goods purchased.
Sales made on down-payment torms lower than the normal req_uirements "are
usually the result of some special event in the store when certain items
are advertised at a very low dov;n -payment "
.
On 34 contracts under which goods were repossessed, payments were con-
sidered as completed at time of repossession.
Poes not include contracts on which payments were completed within 90 days.
Contracts normally allovwd 5,8,10, or 12 months for the completion of
payments, the figure depending upon the nature of the merchandise sold.

I59
Table aVII
{ Continued)
Humber or Contracts on Txiicli Indicated Humber
of Additional Months V/ere Required to Complete
Payments
Percentage of Total
Contracts Completed
One or More Months
Over Contr. Period
More"
Than
otal 1 2 3 4 5 5 7 8 9 10 11 12 12
lir" 55 33 14 10 1 9 25.37
55 17 10 4 4 23.97
14 7 5 1 1 2 31.45
: 2£ 10 4 3 1 1 3 42.30
57 17 10 8 1 2 29 49.63
134 53 lO 3 1 1 1 ¥1737
67 31 18 5 4 3 4 1 39.18
12 1 7 1 1 1 1 35.29
9 O 3 1 n 48.95
3 1 1 1 75.00
11 4 3 2 1 1 51.10
50 21 8 3 2 nO 3 1 1 1 35T2O
13 7 1 1 2 1 1 28.88
3 1 1 1 60.00
lib
'
bb 10 9 10 9 9 V 1 1 377n
52 22 7 8 9 O 4 2 3 1 36.47
4 2 1 1 50.00
8 •j A# 1 1 80.00
1
2 40.00
59 2b 14 9 0 1 1 1 '27.10
57 34 18 7 4 9 1 1 37.25
L51 70 55 19 3 5 r» 3 1 9 44.60
T3 7 0 1 41.94
3 1 i 1 42.87
29 15 8 1 V 2 1 50.88
5 O 1 40.00
^7 5 60.00
24 y 4 1 j. 9 45.29
tr il 10 O 1 1 1 1 50.95
24 14 5 3 ± 1 45.29
56 16 15 4 i 33 .33
2 12 . 50
2 i 1 28.58
i 1 50.00M 01 17 13 9 4 4 35.2'G"
44 15 7 7 12 2 X 42.72
16 0 3 0 2 1 45.72T " 2 40.00
i 1 9.10
523 146 96 55 22 12 12 2 3 1 1 1 18 34.00
11 136 62 37 32 15 12 4 3 1 1 8 38.25
01
.
158 119 41 17 12 8 4 1 41 41.47
r
J

r
Table aVIII 60
SUimSY OP CASH RECEIPTS POR YEAR OP 1930
Total Ledger I Ledger II Collections Total D.P.'s
600,000 838,000 300,000 438,000 100,000
( Continuation)
D .P.*B New Sales L.P.*s Re-Opens D.P.*s Add-Ons Year 1989
70,000 10,000 80,000 186,000
( Continuat ion
)
Year 1930 Jan. Peb , March April May June July Aug.
313,000 80,000 80,000 85,000 85,000 30,000 35,000 40,000 38,000
( Continuat ion)
Sept. Oct. Nov. Dec. Special Sales Gash Sales General Items
40,000 50,000 55,000 60,000 10,000 50,000 8,000
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I'able XVIII shows the type of cash summary hook
advocated. The closing entries follow;
Dehit, Dash
Credit, Accoimts Receivable
Credit, cash Accounts Receivable
Credit, Special Accounts Receivable
credit, Sundry Items
The debit to cash is for the total of the entire receipts for
the month. The credit to accounts receivable is for the sum
of the down-payments and collections. The other credits are
self explanatory. These are the only postings necessary to
the general ledger. All other entries are to subsidiary
accounts necessary for informative reasons. Two very well
known concerns (19) have experimented for years on some type
of machine which would solve the accounting problem in the
retail furniture instalment business. Each of these concerns
has now especially provided a machine which they contend will
solve the involved accounting problem. Both types of machine
are good as far as they go, but neither goes far enough. It
is admitted that either machine will produce a neater piece
of work more accurately in less time, but at the same time
it is contended that neither machine will solve the accounting
problem involved.
In a banking publication (20) the posting machine
is highly spoken of. It is pointed out that accumulative
figures are presented for allocation by year of sale, Down-
(i9j national uash. Register Co., and Burroughs Adding Machine Go
.
(20) Hogan, Robert A,, Collection follow-up work simplified in
this system: The skyscraper, p.l6,
October 1930
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payments, new sales, and information of a like nature is also
accumulated. This is very true, but on the other hand, the
machine does not go far enough. Down-payments must be separated
in order to reflect the amount of down-payments on new, ”re-open”,
and "add-on” sales.
It is to be remembered that frcxn the cash summary
book is obtained the information necessary to obtain the gross
profits realized. Often, the question vjill arise as to the
proper treatment of refunds. It is contended that refunds
should be handled on the daily cash sheet by use of an entry
in red ink. This theory of accounting procedure is objected
to on various grounds. The adoption of such a policy will
defeat many purposes and accomplish very little. Among the
many objections are the following:
1. Total receipts are not all deposited
2. The receipts record becomes also a disbursement
record
3. Collection sheet becomes a record requiring
debit and credit entires
4. Daily receipts suffer because of entries belong-
ing to prior day's collections.
The advantages given are usually as follov;s
:
1. Net collections are immediately obtained
2. Does away with necessity of issuing checks
3. Tax retum is more easily caaputed.
The objections, without a question, overweigh the advantages and
for this reason refunds should not be handled through the cash
receipts records. Every effective accounting system requires
the depositing of all daily receipts and the cash receipts
'P
.
( ^'
:
r*’::?,
''.* ' '
’Vi ,j7 ryf^
\ , m-
'
'
'•;i^ ;
'
. •'(TViV
,
,-,Vj
'
'Titrfar
'
i,
,.
,,
,
,
*.
.
-
-
ly. y ,f;..ji-' /'ti' 'f:/'
••> lc> ‘ ^
v'2
, „ <Vv.- ,
'.
-
'
'
^.c
if. 'A 0/ » . '..0 '
^
’ V ^ "' y t \vt,‘
at
"
;
'-0
,
* >f<AO'
J <
.
>
-i.-
•>
• ;> . . • 'V. '•
*
.f ^.,V- ,.
n'’
w
."
t'
'
'
' > '
'.. :i
•'**
* A/h' ',
f5;.V •XV kfi; .*; :*;«•;• >
‘j '>iJ .•'; wTf 4^f_^>n<v.r-,i roy ^ ,
^ f f-- -
.'tr'iS.'ia:;.. jKC-M •tt't f.'Jll ••-<rs<- ,»!! -iC-pi.' ;V‘
•
•'''-
'’‘a
„
i; .': '''i .i' Zi A Pi'iHB'i'*^"' ‘ -V'
oO^':'
'^;v:
P' v. '‘,r-:r*.- _;-- ^ ^ V
,' '
.
, ,'.,
* \ i’
A 4 A' V 1 unv..-j
'
'if . '’
'
. ."t .i,*^ •
.
,
•
.
,
.
•'..IJ'f •., j. if .
i '
.
_.
A .'\* •
li (Villi .i'Ot .•' . ?'’<<
•
.
•' V - . , -fr
:
,•.
‘ ol ’ o'j v.^» (.'X-; ' - •‘' i f , -'CIvaX '"'
'
'
'• m.^
'
**
'
fv ' .jc V - I • .-1 j if jiirv- ;’f>; • niljg
p; Sl ,
••'
a .1/. T'., vvofi • i>^pus>'i
r'
f’' V' ,j ',B
,
''
^;i-r I .ij- . .'/.J'*..-*- J n»'l J ^ivCi .
jt '| r**’. J J '.! r > *. tA# ^ C' , -.. J I . I
•‘ ^‘ *
Vi. :•;?.*•• tt ; 'V ..f * :v,.U
. i . i
' V r-cVi. Ov :’•• .'
:
.
.• ciXc 1 !'?> /5^‘ ' •*'
'
'--v
•
'?
'V ^ ...' * V
*
T.i!f
3 /. , >''7'
.
Uot;;9j^r
: •
.
. V ti Vf:.-‘ . ...'
XZ (jiliC OOtf . u Va s' '.•('r V ^ v,'i ' •
,
:M(J '.
"\ '
..
.
a 1 i: vt- j V. 'V.
•
.
<
'
,
. ty i
'
,
.A .V .vj
r
,
.*; >• *
'i>-:
t* 17OO
records should forever remain receipt records and not "become
a combination of receipts and disbursement journals. All
entries from the cash receipts journal req.uire usually the
posting of a credit to some account. The principle should not
be changed so as to require debit and credit postings by the
same clerk. It opens the records to more probability of book-
keeping errors. The net collections of a given day are not
effected by refunds handled from the records, but the total
receipts figure is understated by the amount of these refunds.
Refunds nearly always are an offset to down-payments already
deposited. For this reason it is desirable to handle refunds^
through the petty cash book or check register so that no
informative figures will be incorrectly recorded even if the
record is a daily one* The refunds should also be allocated
according to the year in which the sale was made. This is so
because of taxation purposes. However, by far the greater maj-
ority of refunds, if not all of them, v/ill belong to the current
period. These refunds should be deducted from the gross cash
receipts. The use of the gross profit ratio on the net cash
receipts will thus produce a smaller amount to report as income
than if the refunds were ignored. Refunds are proper deductions
from gross receipts in order to accurately set forth the profit
realized on cash receipts. If refunds are handled through the
cash records the net collection figure can be easily obtained
without any computations needed. There is no need to issue
checks and the computation of the tax return is made easier.
Refunds will, of course, be also
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debited to the subsidiary form in the dovm-payment column or
if only one column is provided for down-payments in the sub-
sidiary record, the entry can be made in red ink. Many retail
furniture instalment concerns ignore this item of refunds and
do not even take credit for it as a deduction which can be
made on the tax return.
In connection with the cash records another problem
arises. A C.O.D. payment is a part of the down-payment of
a lease sale. This also holds true for any amount paid in
prior to delivery. Assume, therefore, a sale of SIOO. on
which $10. is paid in, the terms to be as follows:
$10. C.B.D. (cash before delivery)
$10. G.O.D. (cash on delivery)
$5. Weekly.
Assume further that the sale is made on the 30th day of the
month. On the following month the merchandise is delivered
but on the first day of this month, the ten dollars C.B.D. is
paid, and on delivery the ten dollars G.O.D. is paid. The
twenty dollars tnus collected becomes a down-payment in the
following month while the sale is one of the prior month. As
far as the yearly computations are concerned the result will
not be effected. But how about the monthly percentages? The
month following the sale gets the benefit of the additional
down-payment while the prior month suffers to the extent that
the following gains. Percentages obtained through such a
procedure are inaccurate. Most of the retail furniture instal-
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ment concerns make no provision in their records for the above
raised question. The simplest and easiest way to handle this
situation is as follows: "Pull out” the sales and dov/n-payments
,
for statistical purposes only, of those sales the delivery of
which is for the next month. The following month the list
containing these sales and payments which were not included in
the percentage computations of the prior month can he discarded
or ignored. The problem of obtaining the proper dovm-payment
or collection percentage is by no means an easy or minor one.
It is very important that the correct percentage be obtained
not only for business reasons but also for taxation purposes.
As already pointed out, the dovm-payment percentage determines
whether or not an instalment concern can avail itself of the
special privilege of reporting income on a basis of receipts.
A notify sale, one in v;hich a purchase is made but delivery
deferred, presents the same problem. There are two ways of
handling such situations so as not to produce erroneous per-
centages, because such sales as notify sales mayte cancelled
before delivery, it is recommended that such sales be kept
out of the records until the delivery date is known. Payments
on such sales must be handled through credits to a suspense
account which should be treated as a liability on the balance
sheet. All amounts paid in before delivery can then be
charged to the suspense account and credited to the accounts
receivable and be treated as a down-payment when the delivery
of the merchandise becomes a certainty. The sale can now
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also be treated as an entry for record on the books. The other
method would be to allow the sale to go through the records and
to later "pull out" the sale and payments in order to obtain
true percentages. This method rec[uires additional records, such
as a list of the sales made in such a manner and also the
receipts made on the account. As soon as delivery of the mer-
chandise is made, these records must be changed. This method
is not satisfactory because of all the work involved. The
former method suggested above is by far the best. The sale is
kept out of the records until it becomes a definite sale, and
the payments received are treated as suspense items. The
income tax return under the first method outlined does not
receive any unnecessary benefit. Under the second method it
would seem best to report the cash received as income and pay
taxes on sales not yet made. The method used by many and prob-
ably most of the retail furniture instalment concerns in obtain-
ing down-payment or collection percentages leads to erroneous
and false conclusions. Do\im. -payments taken as a whole are
divided by either net or gross sales depending upon the system
employed, and the result is considered as the down-payment
percentage for the period. The result is' not a correct reflec-
tion of the period's activity. Notify sales have been included
as sales on which only the do.wn-payment was considered a down-
payment, while other payments on these same accounts are con-
sidered as collections. One month receives the benefit of
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down-payments to the detriment of another month. Heedless
taxes are paid, and comparison between yearly figures or even
monthly figures for corresponding months is not informative,
let alone being accurate or correct. The installation of a
system of accounting for retail furniture instalment houses
as outlined above would prove very beneficial to the executives
and would also be a factor in determining the soundness of
prevalent policies in regards to percentages or amounts which
should be collected. In most concerns, sales are usually
an indication of the value of a firm. Yet this alone is, of
course, not the only determning factor. In the retail furni-
ture instalment business, sales can many times be increased
by the extension of liberal terms. The granting of liberal
an
terms can very easily tum/account receivable usually desig-
nated as a current asset into a frozen asset. Is it permissi-
ble to include in current assets accounts very delinquent?
Is it proper to classify as current assets accounts v/hose
balances are not due until say two or even two and one half
years hence? Obviously, no. Yet the granting of easy terms
will increase these receivables and improper records will
conceal vital information so that results may appear to be
satisfactory whereas in reality they are not so. To a retail
funiiture instaLment concern, the very life of its business
depends not alone upon volume because volume can sometimes
be easily obtained. A sound volume of business is good.
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Equally vital is the ever present factor of down-payments
and collections. If these two factors are satisfactory
,
the volume of business will usually be a sound one. How
important are these percentages of down-payments and collec-
tions and yet the retail furniture instalment trade has done
nothing towards systematizing their records in order to
function properly. The retail furniture instalment business
must standardize its records in order to properly and effec-
tively function. In a survey made (21) the results of per-
centages of down-payments obtained in the furniture trade
are shown in the table below.
Table XIX
DOM-PiiYI.IEITT HE'^UIHELIEITTS OE 105 FUPJTITUPTl STORES
Per Cent of Purchase Price Humber of Stores
ID ID
15
20
25
33-1/3
5 to 10
5 to 20
5 to 30
10 to 20
10 to 25
10 to 33-1/3
15 to 25
20 to 25
20 to 33-1/3
20 to 45
25 to 33" 1/3
Average about 12
Flexible- about 25
Usually more than 25
25 on large sales
At least 10% on accounts over '^100
"Various" ; ”no definite amount";
"to E~^t customer"; etc.
(
)
Cordell, Harry
,
Instalment
3
19
20
10
1
1
1
2
2
1
1
2
2
1
6
2
1
1
1
1
credit in the furniture
trade: Furniture record, p. 36,
ITovember 1930
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The flexibility of dO’vm-pa^^ments needs correction as well as
the terms of payment. In fact, certain merchandise should
not be sold on an instalment' basis , A fixed sales amount
should be decided upon as the minimum sale upon which the
instalment privilege will be allowed.
The cash records will reflect very little cash
received on account of instalment sales made during the
last month of the year. For this purpose it is advisable to
open a column in the subsidiary record of accounts receivable
by months to reflect balances yet to become due in the next
period. For convenience only one column vi/as opened but it
is much better to open up all the necessary columns rather
than do it later when payments may already have been made
on such balances as were due in the next period, With the
closing of the cash receipts records, it becomes necessary
to determine the amount of profit in the receipts for taxa-
tion purposes. The following table will show the method of
determining this result.
Table Id
DSThPrJIIATIOlT OF KS^IIZED GROSS PROFIT Oil GASH PmICBIPTS
Total 1929 1930 Gash Sales
Total 409,000 126,000 313,000 50,000
Cost 287.100 69.300 187.800 30.000
Gr. Profit 201,900 55,700 125,200 20,000
55 60 actual

i?Tom the results obtained in Table TCC can the tax return be
made out. The opening figure on the return, the net income,
is ?201,900. This figure represents the percentage of profit
in the receipts obtoi-ined for the year. Without proper records
many concerns would be obliged to file their returns on an
accrual basis
F
GHAP^SH VII
BaD PS3TS III THE ACOOPITIS PECI!IV.:.BLE
The accounts receivable of roost retail furniture
instalment concerns constitute the hulk of the assets. Por
this reason alone, this asset should he properly recorded.
As already suggested, the accounts receivable should he re-
corded in separate subsidiary accounts depending upon the
year in which the accounts were obtained. One accountant{22
)
says that, "Unlike conditions in the non-instalment house,
increasing sales reduce rather than increase working capital.
Customers are loaded up and proprietors are lenient in order
to obtain sales; terms are based on the amount of unpaid
balance rather than on the length of life of goods which are
sold". This accountant undoubtedly feels that lenient terms
increase accounts receivable and also bad debts. For this
reason he also suggests that, "If a comparison between current
assets and current liabilities is to mean anything, the
factor of time must be considered". He suggests that accounts
receivable be aged in this manner:
Accounts Heceivable
Delinquent
Due in 90 days
Due in 90 days to 6 months
Due after 6 months.
The above record would, of course, facilitate matters in de-
teirnining the value of accounts receivable for statement
( ES) Llusselman, D* Paul, Instalment accounts receivable: The
journal of accountancy, pp. 332, 333,
November 1927
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purposes. He also recoianends the following treatment of the
above classified accounts.
Accounts Receivable
Duo in 90 days
Book
X
Value
X
Reserve
X X
Net Value
X X
Due in 90 days to 6 months X X X X X X
Due in more than 5 months X X X X X X
Delinquent X X i00% none
The suggestion is often made to reduce volume rather than in-
crease it by picking out the good risks. One authority (23) a
vice president and general manager of a large corporation says
that he considers it unbusinesslike to sell merchandise on the
instalment plan on articles having a sales price from ;^150.
upward unless at least 10% is paid down, unless of course, the
buyer is known. This authority, however, neglects to say any-
thing about the terms. The weekly or monthly terras, it seems,
play a very important part in any instalment sale especially
if the sale is one requiring the delivery of a radio set. The
system already outlined in regards to accounts receivable
balances by years, and also the keeping of the unrealized gross
profit account by years, it seems, serves as a great aid to
determine the age of accounts receivable still open on the
records. The classification is, of course, on a yearly basis,
and not on a 90 days basis. The question of determining the
amount of reserve necessary for the accounts is not so diffi-
cult when the records provide for proper classification. Very
(23) Griffin, G. Brewer, Depreciation, liquidation, and instal-
ment selling: Printer’s ink, p. 70,
June 4, 1925
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few retail furrj.ture instalment concerns segregate their accounts
receivable on the balance sheet. The unrealized gross profit
is shown as one amount, or is even included in the surplus
account, For bookkeeping purposes, this method may be all
right, but for statement purposes some sort of classification
is desirable. If this is not done, the reader of such state-
ments, unless he is intimately acq.uainted v/ith the type of
business and its policies, is seriously misled. Accounts
shown as current assets may in reality be assets of very
little or even no value. Records reflecting such a condition
are false and are falsifying facts and conditions. One writer(E4)
says that, "A balance sheet showing unrealized gross profits may
seriously mislead the non-technical reader. It appears to be a
surplus reserve - a part of the net worth - but in truth, an
undetermined part of it is, on the contrary, a deduction or off-
set to an asset-accounts receivable". His reason for stating
the situation as he does is undoubtedly because of delinquent
accounts v/hich are not written off or even properly provided for.
Thus we see that a loss is contained in seme ratio in the account
with unrealized gross profits. A charge-off because of 'a badedebt
is therefore a charge against the unrealized gross profit account.
For bookkeeping purposes, it is proper to show the entire amount
charged off as an item of deduction from the profit in order to
obtain the net profit. Care must be exercised in taking the
T24) llusselman, D, Paul; Ins tcilment accounts receivable. The journal
of accountancy, p,326, November 1927
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account out of the proper year v;hen crediting the accounts receiv-
able, The charge on account of the bad debt is clearly one against
the operations of the current period. Sone accountants suggest
that losses incurred in this laanner are a direct charge against
the unrealized gross profit account and do not belong to the
current period. The fallacy in this theory has already been dis-
cussed in the section devoted to the discussion of a. like theory
in regards to replevins. The best and easiest method is to treat
the loss as one of the current period. At the end of the year,
the unrealized gross profit account must be adjusted to reflect
the withdrawal of the profit still contained in it. This is
because the account has already been charged off as a bad debt.
Jbr taxation purposes, the entire amount charged off as a bad
debt cannot be claimed as an item of deduction. Assume an ac-
count with a balance of •'^100. long overdue. It is decided that
this account is worthless and consequently it is charged off by
a debit to loss on bad debts and a credit to accounts receivable.
For bookkeeping purposes, the $100. is reflected as a deduction
from inccrae in the computation of the periods net profit. For’
taxation purposes this is not pe rmis sable , Vfnen the sale was
originally made was the entire sale reported as income? No.
Only a portion, depending upon the amount received in cash,
was reported. For this reason, the same procedure nnist be
followed. The loss to be reported is one that determines the
loss by considering the amount of gross profit made and the
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amount paid in using the ratio of gross profit made in the year
in which the account was opened. Table XXI shows the necessary
computations. Assume ;$6,000. of bad accounts are written off
by the following bookkeeping entry in a given month:
Debit, Reserve for Loss on Bad Accounts 6,000
Credit, Accounts Receivable( 1029 ) 3,000
Accounts Receivable ( 1930 ) 3,000
. Table XXi
Total 1929 1930
Total
Cost
Gross Profit
%
6,000
2,550
3,450
3,000
1,350
1,650
55
3,000
1,200
1,800
60
For convenience, only two years, 1929 and 1930, are used in the
above table. In most cases the years involved might be many
more. The mathematical calculation is the same regardless
of the number of years involved. From Table XXI, the following
entry is made with the closing of the books at the end of the
fiscal year:
Debit, Profit and Loss (Bad Debts) 2,550
Reserve for Uhrealized Gross
Profits (1929) 1,650
Reserve for Unrealized Gross
Profits (1930) 1,800
Credit, Reserve for Bad Accounts 6,000.
The above entry replenishes the reserve account, and adjusts
the various unrealized gross profit accounts and at the same
time reflects the amount of loss to be recorded on the income
taoc statement. This amount is ;^2,550 as shown in the above
entry. If the books were not kept on an instalment basis, but
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instead were kept on an accrual basis, the loss to he deducted
could be stated as $6,000. From the above discussion it can
readily be seen that the accounts receivable are an important
asset for taxation purposes also. One accountant fE5) says
the following: ’’Article 4E, of regulations 45, of income tax
regulations allows instalment furniture dealers to determine
their income by,
1. Considering gross profit on an instalment sale
as realized at the time the sale is effected, or
£. Considering only such part of the gross profit
on an instalment sale as realized as is collected
in cash”
.
He also tells us that the first method presents no difficulty.
But the second method presents a different problem when the
three classes of sales are considered such as, cash sales
(including C.O.D. sales), charge sales, and instalment sales.
These types of sales and their problems have already been
discussed. From a taxation viewpoint, the method discussed
in the first method is costly and unnecessary as already
pointed out provided proper records are kept. This same
writer says that the privilege of reporting income on an
instalment basis is granted to those instalment concerns who
make cash sales, charge sales, and instaLnent sales on which
an initial deposit of 25% or more is obtained. However, as
already pointed out, this percentage has been raised to 40%.
After determining the gross profit on cash sales, he advises
(25) Greenfield
,
Henry C.
,
Accounts of instalment furniture
dealers: The journal of accountancy,
pp. 125,131, August 1930
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this entry:
Debit, Sales
Credit, Cost of Goods Sold
Credit, Profit and Loss.
For instalment sales, the following is suggested:
Debit, Sales
Credit, Cost of Goods Sold
Credit, Unrealized Gross Profit on Instalment Sales.
After the amount realized in cash is determined, the following
entry is made:
Debit, Unrealized Gross Profit
Credit, Realized Profit.
The above entry is for the per cent of cash collections on
instalment accounts which have been realized for the year. It
must also be remembered that if any of the accounts contain
finance, carrying, or interest charges, that this factor must
be in mind when making the entry to loss on bad debts. The
important point, of course, is to determine how the charge was
taken up on the books and whether or not it is a permanent one.
An executive (26) of The Hub, Baltimore, Llaryland, says that,
"The business is comprised of cash sales, 30 day charge and
instalment sales. Ten per cent is immediately added to the
face of the instalment sale as a carrying charge on this type
of sale. If an instalment account is paid in 30 days, this
charge is deducted". At any rate, before an account can be
written off, these charges must be considered. Prom the above
(^6) Rosenberg, Third annual convention controllers’ congress
of the national retail dry goods association,
p.50, June 13, 1922
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discussion it can readily be appreciated how necessary it is
to properly provide for acoeunts receivable in a retail furniture
instalment concern. But it is eciually important to determine
the proper method of charging off bad debts. The arrears on
accounts receivable will be a factor in determining if an account
should be charged off. An English accountant (£7) represents
his views as follows in an English periodical, summary state-
ment is made thusly:
Total balance owing by customers xx
Add: amounts paid in advance 20c
Less: xx
Arrears ^
Less: xx
Proportion of profit not yet accrued xx
Total value of stoci: out on hire TZ.
This above amount is then treated as an asset on the balance
sheet under a heading similar to this, Stock on Hire at Cost’'.
The above method is very conservative and perhaps practical in
stores carrying on business on a small volume as the accountant
suggested. The arrears, of course, have a bearing upon the amount
included in accounts receivable as an asset, which should be
considered as a probable charge against the reserve account. If
the account is considerably in arrears, and so for a lengthy per-
iod, it should be written off or the merchandise repossessed. In
connection with bad debts, it must be remembered that bad debts
are not a total loss. Only if the account cannot be traced is
it a total loss. If the person in whose name the account is
I^lddington,
retailers. The accountant, p.l69,
Saturday, 4 August 1928
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recorded can be found, the loss is not the balance of the account.
A replevin can be made and this reduces the loss. The loss, it
is to be noted, is through the replevin account and not the account
with loss on bad debts. For statistical purposes, the replevin
and the loss on bad debts are two separate and distinct accounts.
The replevin has already been discussed. A loss on a bad debt
is not taken when the account is not fulfilling terms because
if such is the case, the merchandise is repossessed. If the
customer cannot be located, or is a "skip", then, and only
then, is the account written off as a loss on bad debts. The
line between these tvi/o losses is often a fine one, but it must
be remembered in order to properly record the facts.

CHAPTER VIII
THE CHEeg REGISTER
The check register is the record containing all
disbursements by check. This book presents no unusual com-
plexities but it can be improved upon particularly for in-
ventory control purposes and for better classification of
accounts payable. Table XXII shows a check register which
could be used to advantage in a retail furniture instalment
firm.
Table Xiai
Check Freight Acc . Acc
.
Name No. Total Diset. Allow. Pay. Pay.
Tr. Expense
( Continuation)
Refunds
Freight Freight Ledger Ledger Spec. Cash
i«’umiture Radio I II Sales
( Continuation)
Allocation of Refunds
1929 1930
bales Office
commissions Salaries Salaries
{ Continuation)
Credit
Dept. V/arehouse Delivery, General Officer's General
Salaries Salaries Salaries Salaries Salaries Items
It is to be noted that the freight is immediately allocated to
its proper department as soon as it is entered. The sum of the
first three mohey -columns equals the sum of the totals of the
-80 -
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other columns. Provision is made in the register of disbursements
by checks for all types of refunds, and it is recommended that
all refunds, if possible, be made through this book. The totals
of the refund coluams, as already suggested will be deducted
from the total receipts before determining the amount of cash to
report as income. Provision is also made for allocation of
refunds to the yeais in which the sales on the accounts were made.
It is to be noted that refunds to instalment accounts receivable
will very rarely have any bearing upon collections. The reason
is obvious. Refunds are usually made because of the cancella-
tion of a sale. If this is so, the money returned is simply the
return of a down-payment, Por this reason, the down-payment
figure in dollars must be reduced by refunds, if the down-payment
per cent is based on net sales, because the cancelled sale has
already been taken out of the sales. Many theories are advanced
in regards to the best and proper way to figure down-payments
.
The basing of down-payments on net sales is ridiculed because
the greater the replevins or other forms of credits, the lesser
the net sales and consequently the greater the down-payment
percentage. This point is well taken. On the other hand,
down-payments based on a gross sales basis is also inaccurate
unless the cancelled sales are omitted from the down-payments
figure. Of the tv/o methods, the one using gross sales as a
basis is less misleading. It seems that the ideal method to
employ would be one using net sales and net down-payments.
This can easily be accomplished by simply reducing new sales
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by the amount of cancellations and also reducing dO'>ivn-payments
by the amount of instalment account refunds. It is to be re-
membered that the proper type of down-payment group must be re-
duced.
The accounts payable should be recorded in two groups
in order to reflect the amount due accounts because of trading
obligations and because of incurred obligations on account of
expenses. For this reason the two columns as shown in the check
register are recommended. The accounts payable ledger is also
segregated accordingly. The controls for accounts payable also
conform with the above theory. This, of course, makes the location
of errors much easier and at the same time is very informative to
the executives. In the retail furniture instalment business at
least two methods of payment of commissions to salesmen are preva-
lent. These methods are worthy of comment because they have a
bearing on the preparation of accurate statements.. Commissions
are now being paid in this manner:
1. Weekly or monthly on a net sales basis,
2. Monthly, on basis of sales actually delivered.
The first method is one which allows payment to the salesmen on
sales entered in the sales record. At the end of a given month,
the commissions paid are thus charged into the proper month. The
payment of commissions does not hinge on delivery of the merchan-
dise to the customer. The second method allows payment in the
following month based on deliveries. The second method presents
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a situation which makes necessary additional records. This record
is one v;hich contains delivery of the sales made. If goods were
sold to A for ^100. who desired the goods held until he notified
the date of delivery, his salesman would not be paid for this
order. A commission journal would be kept in which commissions
would be written up after the goods are delivered. It can readily
be seen that the expense account of commissions for the monthly
period or even for the yearly period does not reflect the proper
expense. The following month is charged for commissions based on
the sales of the prior month. This method of handling commissions
is erroneous and requires unnecessary bookkeeping. The first
method is accurate and requires only reference to the sales journal
and credit journal in order to obtain the net sales amount. The
payment to salesmen of commissions through the check register can
be accurately recorded only if payment of commissions does not
hinge on delivery. Sven for taxation purposes, the second method
is inaccurate.
It happens, and often too, that a customer receives a
refund through the check register because of an overpayment on
the instalment accoimt. It must be remembered that this type of
refund is one calling for a reduction in collections for the par-
ticular year to v/hich it applies so that the percentage of col-
lections can be accurately recorded. This type of refund will
also reduce the amount of cash reported as income on the tax
return. The entry closing the check register is as follows:

Debit, AccountB Payable - Trading
Accounts Payable - Expense
Freight - Furniture
Freight - Padio
Accounts Receivable
Ledger I
Ledger II
Special Accounts Receivable
Cash Accounts Receivable
Commissions
Salaries - Salesmen
Salaries - Office
Salaries - Credit Department
Salaries - Warehouse
Salaries - Delivery
Salaries - General
Salaries - Officers’
General - Items of a Ills cel lane ous ITature
Credit, Cash
Discounts
Freight
.
The credit to freight will, of course, be segregated
whether it is for the furniture or radio department.

CHAPTER IX
* THE PURCHASES JOURITAL
It is through the purchases journal that moet of the
expenses are recorded. Very few expenses are charged directly
through the check register. Prom this book valuable inforraation
is reflected on the statements. A Chicago concern ( :-8 ) makes a
business of recording average figures for retail furniture instal-
ment houses. The bulletins issued by this company show average
expenses and percentages of representative groups of stores
located in various sections of the United States. These figures
vary according to the annual volume of sales of the various stores.
Because these bulletins are copyrighted and reprints of any in-
formation contained on them is prohibited, only reference will be
made in a general way concerning the information given. Amounts
in dollars and percentages are shown on the following items:
Administrative Expenses
Occupancy
Publicity
Selling Expenses
Handling
Delivery.
These bulletins also contain information of the following nature:
Humber of employees in various dex^artments
Mark-up
.
Bulletins such as those issued by the I • R .P .XX . should be consulted
by every executive of a retail furniture store. To the executive
these figures are very informative. These bulletins contain also
average percentages of do^ivn-payments
,
and collections varying
TSeTTotional retail furniture association, 566 Lake Shore Drive,
Chicago {H .R.F ,A
.
)
,
Accounting council, 'V .11 .Home,
Dayton, Ohio
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only according to the volume of sales reached. Through the II. A.
a means of checking up on the retail furniture instalment business
is afforded. Every executive can compare the results of his concern
with results of other stores located in other sections of the country.
The comparison is made with stores reaching a like volume of sales.
The following table. Table XI'CIII, is a purchases journal very easily
adapted to the retail furniture instalment business:
Table ICQ 1
1
PURCIL^SES JQUPJIAL
Accts. Pay. Accts. Pay. Purchases Advertising
Trade Expenses l^imiture Radio ilewspaper
( Continuation)
Advertising Adve rtising Advertising Warehouse
Direct Mail Display Miscellaneous Supplies
( Continuation)
Warehouse Delivery Delivery Radio P.adio
Sundries Supplies Sundries Supplies Sundries
(Continuation)
Legal Credit Dept . Cene ral
Fees Expenses Items
It is to be noted that the purchases journal carries out the theory
used in the check register, namely, the segregation of the accounts
payable. In connection with the purchases journal, it is well to
recall the procedure followed in handling replevins. Replevins
were handled through the Credit Journal. The other theory advo-
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cated the use of the purchases jourual, or e^^en the general
journal. If the purchases Toumal was used, every replevin
would have to he entered as a purchase for the appraised value
of the merchandise repossessed. The result thus obtained is one
of a misleading and improper nature. Purchases are improperly
inflated. If the purchases journal is used for the recording of
replevins, the account with replevins will he lost usually because
the entry must he a debit to purchases and a credit to accounts
receivable, the difference being a debit or credit to the unreal-
ized gross profit account.
It very often happens that a trading account payable
is involved in an expense transaction. It is equally true that
an expense account payable is involved in an entry requiring a
debit to purchases. A condition such as explained above will,
of course, reflect an untrue condition in the balances of the
different classes of accounts payable. This condition could be
remedied by the use of two ledger accounts with an account payable
of the nature explained above. One account would be kept among
the trading accounts payable and the other among the expense
accounts payable. While this will accomplish the desired pur-
pose, it is not a very good policy to adopt. In order to obtain
the balance of any particular account, it becomes necessary to
consult two ledger accounts in different sections of the accounts
payable ledger and then add their balances. The better theory is
one requiring the use of a supplementary sheet to the accounts pay-
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able having four columns. The first tv/o columns of the supple-
mentary account would be concerned with trading transactions of
a purchase* nature. The remaining two columns would be used to
reflect the transactions of an expense nature. Table ILilV shows
how such a procedure will solve the problem and at the same time
prove practicable.
Table XaIY
(Ledger Account)
John Jones and Co.
Charges Credits
1^30 1^30 Balance
Oct ,E5 1000 Oct. 15 1,000
Oct. 31 800 Oct. 18 500
Total Oct. 31 1,500
Total B766O 1,200
Supplement to John Jones and Co.
'
Merchandise Expense
Charges Credits Charges Credits
1936 1936 BaT1 1930 1936 BaT
Oct ,25 1,000 Oct. 15 1,0Q0 Oct. 31 400 Oct. 18 500 100
Oct, 31 400 Oct, 31 1,500
Total i,40o Total 2,500 1,100
Distribution in the check register of payments to accounts payable
of the nature outlined would conform with the procedure used in the
purchases journal. The adoption of a procedure as shown above
would produce and reflect the proper amount due accounts because
of the nature of the transaction involved, A very effective check
on the inventory account is thus accomplished because the debtb to
the purcnases account is exactly the amount credited to trading
accounts payable.
1
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Very often goods originally repossessed or shop worn
are sent out to he repaired. The cost of repairing these goods
should not he charged to purchases in its entirety if such pro-
cedure will cause the cost of these goods to reflect a sum greater
than the original cost. The maximum amount which should he charged
to purchases on account of repair work done on shop-worn or re-
possessed merchandise is that amount which v/ill bring the book
cost of the merchandise up to the original cost. It very often
happens that an invoice for repairs is charged in its entirety
to purchases and then added to the replevined cost on the stock
records. The inventory account is, of course, overvalued. The
percentage of gross profit on a sale of merchandise of this type
is below the usual rate, and erroneously so because of improper
accounting procedure. Transactions of the type suggested above
should be carefully scrutinized before an entry is made in the
purchases journal. The purchases journal and the sales records are
the most important records controlling the inventory account,
For this reason alone, if for no other reason, entries in these
books must be accurate and in line with good accounting procedure*
The closing entry for the purchases 'journal is as follows:
Debit, Purchases
( Furniture
)
(Hadio)
Newspaper Advertising
Direct Hail Advertising
Display Advertising
I.Iiscellaneous Advertising
Warehouse Supplies
Warehouse Sundries

Debit, Delivery Supplies
Delivery Sundries
3adio Supplies
Radio Sundries
Legal Pees
Credit Department Expenses
General Items
Credit, Accounts Payable - Trade
Accounts Payable - Expense.
Iy
inm amk
CH.xPTER X
THE GEHEHAL JOUPJIAL
The general journal is the journal used for all closing
entries. Closing entries for the sales journal, credit journal,
and special sales journal v;ill be shown in this book. Determina-
tion of the unrealized profits in the sales will be recorded in
and
this journal by showing a schedule of cash received/allocating
payments to the various years. The percentage of gross profit
obtained in the current year will be used on the receipts thus
bringing forth the unrealized gross profit in the sales for the
current period. Cash received on account of past sales will be
multiplied by the per cent of gross profit obtained in the cor-
responding yea’jE. The total cash thus obtained after multiplica-
tion by the various rates of per cent will eq.ual the amount of
gross profits realized. This figure is now used in debiting un-
realized gross profits and crediting surplus. The gross profit
on sales is credited to the unrealized gross profit account.
The above precedure requires two entries. If the difference
between the gross profit on sales and the amount obtained through
application of the various percentages on receipts is obtained,
only one entry is needed. The difference v/ill be credited or
debited to unrealized gross profits depending upon whether the
receipts sum is more or less than the gross profits. The general
journal must be complete in its analysis of receipts because from
this record the tax return can be very readily made out. The gen-
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eral Journal should cJontain the following schedules:
1. Deter;nination of gross profits, in terns of a percentage,
on current husiness,
2. Percentages of gross profits obtained in past years,
3. Determination of gross profits in receipts,
4. Schedule of deterairxation of loss on replevins,
5. Schedule of determination of loss on accounts closed
out to the reserve for bad debts.
All of these schedules have already been discussed earlier in
this thesis. The general journal must also carry out the theory
of the two classes of accounts payable in order that the control
accounts may reflect the proper balances. It is to be remem-
bered that in the computation necessary for the determination
of the gross profit ratio, cash sales are not included because
the actual profit on cash sales v;ill be included in the cash
reported as income. There are three ways of determining the
proper balance of the unrealized gross profit account. Two of
these methods are theoretical and not practicable. The three
methods are as follows:
1. All cash received will first bo applied to the cost of
goods sold and after the cost of these goods has been
fully paid for, follovdng receipts will permit profits
to be talien up,
2. All cash received is first applied to the profits and
Vt/hen the profits have been fully realized follovdng
receipts will be considered as payment on the cost of
goods sold,
3. -tt.11 cash received vdll be allocated on a predetermined
basis obtained through the use of ratios to both the
cost of goods sold and to the x)rofits.
The theory advanced in the first method is very conservative.
It is undoubtedly too conservative and the extreme is not to
be advocated. Tax authorities undoubtedly v;ill not permit use
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of the first plan in* rejiorting income. The theory advocated in
the second plan is not in line v;ith sound business policies.
This method is not conservative and does not meet with the ap-
proval of good accounting principles. The procedure followed in
the third method is one in the nature of a happy medium. The
federal tax authorities approve of it and of the three possible
methods of reporting income this plan seems most desirable.
Penaission to report income on an instalment basis must first be
obtained from the federal authorities. Permission must also be
obtained if a change in reporting income is desired. Once a
change is made, income must be reported regularly on the same
basis. In corxnection v/ith tao: reports, there is a very peculiar
and perhaps illogical theory present in the tax laws. Assume
that a corporation has been paying taxes, needlessly, because
of the privilege allowed the business, and decides to change its
basis of reporting income from one of an accrual nature to the
one allowed instalment concerns. Permission, , let us further
assume, is obtained from the federal authorities to allov/ the
1930 return to be :aa.de
.
out on an ins t -Ament basis. Assume,
further, that receipts are made up as follows:
On sales of current period of 1030 100,000
On sales originating in 19;ii9 50,000
On sales originating in earlier periods 30,000
Ethically and properly so, the receipts of 1930 amounting to
100,000 are taxable. Receipts of the prior years should not
be* taxed because returns of prior years were on an accrual
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basis. Howovor, the
’
federal tax authorities tax the entire
receipts including receipts originating in prior years even if
returns in prior years v/ere filed on an accrual basis. The com-
plexity beco:;ies all the more peculiar when the follov/ing is
noted:
If a return is filed on an instalment basis and receipts
of prior years are excluded {because ta:c returns wore filed
on an accrual basis) the tax commissioner can not insist on
such inclusion. If a return is filed and receipts of prior
years are included, the tax payer cannot req^uest a refund
because of such inclusion. The above rules icO) remained in
force until very recently. At the present time, all receipts
are taicable irrespective of the nature of returns filed in past.
In effect the ruling brings about a double taxation which the
federal authorities believe is just because of the "radical”
change in reporting income. Tax returns filed on an accrual
basis for a retail furniture instalment house require payment of ‘
\
taxes on unrealized profits. Such payment of taxes is truthfully
a payment in advance. The instalment method of reporting income
permits the payment of taxes as the profits are realized. The
general journal, it can readily be seen, must properly reflect
all entries necessary for proper closing of the boohs and proper
recording of vital information necessary for taxation purposes.
Table ICCY is a general journal which can be advantageously
used in a retail furniture establishment.
( ) Federal tax law ’.vith explanatory digest, Tiational Shawmut
Bank of Boston, p. El, June 1926

Table :CCV
General Items Accounts Payable Accounts Payable
Trade Sxpense
( Continueition)
Special ^ccts. Pec • Cash Accts
.
Pec. Accts. Pec. Control
( Continuation
)
Ledger
I
Ledger
II

GIUPT2H XI
THE PETTY CASH 30011
The petty cash hook in a retail furniture instalment
concern is used for petty disbursements. The freight column
must of necessity be allocated to the various departments for
inventori^ control purposes. The handling of freight in this
book is essentially no different than the procedure employed
in the check register. Refunds, however, need careful consid-
eration if they are handled through this journal. Refunds must
be segregated into one or more of the following groups:
1. Down-payments on new sales,
2. Down-payments on "re-open” sales,
3. Down-payments on "add-on” sales,
4. Collections,
5. Down-payment and collection.
If a refund is given through the use of the petty cash book,
this refund is, of course, charged against accounts receivable.
This also means that the subsidiary account with the receivables
will also be charged. The subsidiary account as well as the con-
trol account will be credited with the full amount of the cancelled
sale. In this way the original sale, and the refund are balanced
out by the credit and nothing is disturbed. Since refunds are
not handled as an entry in red on the daily collection sheet,
the summary of dovm-payments must be reduced by the amount of
refunds. It is very important for informative purposes to reduce
the proper type of do\m-payment If the refund is one effecting
collections, then the collection figure must be reduced. This is
-95 -
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all necessary in order to present the condition properly.
It is rare that a refund is composed of both a down-
payment and collection item. If it is so, the down -payment
groiip and collections should be correspondingly reduced. These
reductions are in the nature of adjustments and do not have any
effect on the controls. The reductions can be taken care of on
a statement called "Analysis of Traiisactions" . The statement is
purely one of an informative nature. Refunds must be deducted
from the amount of cash to be reported as income as taken from
the cash records. The above has already been recorded in the
section devoted to the cash records. This deduction is, of
course, necessary in order to avoid needless taxation. If the
refund is an account of a "notify" sale, the recording of the
refund is a deduction from down-payments on new sales, "re-open"
sales, or "add-on" sales. If the refund is given and the sale
had not been put through the records, the refund need not be
deducted from down-payments or collections. This is so because
the refund is charged against the suspense account which account
was credited at the time of the payment and was treated as a
current liability. The suspense account contains payments made
on traii-s act ions not yet treated as sales because of the small
amount of dovn -payment . There is, however, one situation v/hich
usually arises through the petty cash book which might easily
arise in the check register. Assume that A buys -^800. worth of
merchandise and pays ^100. down, the balance to be paid at the
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rate of ;J50. per month. The transaction is, of course, treated
as a lease sale of $800. and the $100. payment has already been
treated as a down -payment on a new sale. Just before delivery A
comes into the store and pays the balance of $700. How does
this final payment effect the records of a retail furniture in-
stalment hoiise? If the usual treatment is applied to this pay-
ment of $700. it will be treated as an item of a collection nature.
Is this the true situation? Clearly not. This transaction has
become a cash sale. The proper procedure should be one which
will not give credit to collections and down -payment and will
give credit to cash sales. This treatment is also necessary for
tax purposes because it is a realized profit and not an unrealized
profit. The total amount of gross profit made on the sale must
be reported as income. It is not subject to computation by a
predetermined percentage. The lease sale must be cancelled off
the books for $800. The down-payments must be reduced by $100.
and cash sales must be credited for $800. The following entries
will take care of the situation:
Debit, Sales - Lease
Credit, Lease Accounts Receivable
Entry in credit journal
•ooCO
•ooCO
Debit* Lease Accounts Receivable
Credit, Cash Accounts Receivable
Entry in general journal
$100.
$100.
Debit, Cash Accounts Receivable
Credit, Cash Sales
Entry in sales journal
$800
.
$800
.
Debit Cash
Credil, Cash Accounts Receivable
$700.
$700.
Entry on daily collection record.

•lit- procedure as outlined above is to be follov^ed
if a cash sale is changed to a lease sale. The theory involved
is identical. The cash sale must be cancelled from the records.
The amount paid in must be treated as a do’.vn-payment on a new
lease sale. Assume a cash sale is made to A in the amount of
$500. and at the time of purchase ;i^50. is paid and the balance of
J450. to be paid on delivery. The following entry has already
been accomplished through the sales record:
Debit, G.O.D. Accounts Peceivable $500.
Credit^ Cash Sales $500.
Through the cash records this entry has been completed in this
manner:
Debit, Cash $50.
Credit, C.O.D. Accounts Receivable $50.
To adjust the records properly the following entry in red will
be made in the sales journal:
Debit, Cash Sales $500.
Credit, C.O.D. accounts Receivable $500.
The $50. paid in will be treated as a down-payment and the general
journal will transfer the down-payment to the instalment account
receivable in this manner:
Debit, C.O.D. Accounts Receivable $50.
Credit, Instalment Accounts Receivable $50.
If these changes occur without proper adjustment, it can readily
be seen that the accurate results are not shown. Collections
may be improperly charged or credited. Down-payments may also be

100
improperly charged or credited. If the journal entry advocated
above for the transfer of the original pa^/inent is not desired,
the amount of the original payment may be charged against the
account originally opened through the petty cash book and credited
to the new type of account on the daily collection sheet. This
can all be accomplished through the issuance of a petty cash
voucher or a check. The following entry completes the necessary
adjustments.
Debit, Lease Accounts Receivable '$500.
Credit, Lease Sales
-$500.

CH.IPTSI? XII
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*
The monthly or annual statements can very readily be prepared
J
from the books. These statements must present the important facts prop
erly. Table XXYI is a balance sheet in a comparative form:
Table lavi
Balance Sheet
January 1, 1929 January 1, 1950
Assets
_Current Assets
ash in banlis
Imprest Fund
lease Accts .Pec .( 1929
)
lease Accts .Rec
.
( 1928
lease iiccts .Rec
.
( 1927
lease Accts .Pec .( 1925
Total Accts. Rec.
less Reserve
-C .0 . 1) .Accts .Rec
.
fSpecial Accts. Rec.
Mdse .Inventory
Total Current Assets
Fixed Assets
less Reserves
Total Assets
Assets
Current Assets
50,000.
1
,
000 .
500.000.
300.000.
200.000 .
1
,
000
,
000 .
100,000 .
50.000.
20
.
000 .
900.000.
10
,
000 .
5,000.
200
.
000 .
1,156,000.
30,000 .
1,195,000
500.000.
100.000.
50,000.
750,000.
75,000 .
100,000.
1
,
000 .
30.000.
15.000.
575.000.
5.000.
4.000.
125.000 .
910.000.
15,000 .
925,000.
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rrent Liabilities
(Continuation Table 'ZiYl)
January 1, 1929
Liabilities, Capital
I
Trade Accts.Pay. b0,000.
Expense Accts.Pay. 25,000.
notes Pay. Banks 50,000.
prade Accepts. Pay. 10,000.
Customers’ Deposits 20,000 .
otal Current Liabilities 155,000.
192
January 1, 1950
and Surplus
Current Liabilities
35.000.
15.000.
40.000.
15.000.
25.000 .
130,000.
Res.Unreal. Profits (See Sched.) 500,000. 300,000.
^ Capital
Tuth . Pref . Gap .Stock
Unissued Pref. Stock
‘Pref .Stk.Iss .& Outstg,
i^uth.Iss.Out .Co/im.Stk.
^Surplus (Deficit'’^)
500.000.
100 .000.
TU0,0'00.
100,000.
41,000 .
500.000.
100.000.
'raa,cvoo.
100,000.
*5,000
.
Let Worth
^otal Liabilities
M and ITet Uorth.
541,000 .
1,196,000 .
495.000 .
925.000.
A comparative balance as shovm is very informative, it does not conceal
^*y of the vital facts necessary to an intelligent reading of the financial
statement. Accounts receivable are shown by the years in which they were
brought on to the books. A comparison botv;een the reserve for the ac-
t
ounts and the oldest receivables immediately tells whether or not this
eserve is adeq^uate. Below are shovm, supporting schedules to the unreal-
ized gross profits accounts :
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Table XXVII
Unrealized Gross Profits Accoimt, January 1, 1929
Unrealized gross profits in 1928 accounts
Unrealized gross profits in 1927 accounts
Unrealized gross profits in 1926 accounts
250.000.
150.000.
100.000.
Total 500,000.
Table ICXVIII
Unrealized Gross Profits Account, January 1, 1930
Unrealized gross profits in 1929 accounts 225,000.
Unrealized gross profits in 1928 accoimts 50,000.
Unrealized gross profits in 1927 accounts 25,000 .
Total 300,000.
The above schedules may, if desired, be shov«i on the balance sheet
in place of the one amount with unrealized gross profits. In no
case should this unrealized gross profit account be igp.ored.
Comments should be made somewhere on the balance sheet with reference
to this account. The figures shown are purely taken at rcUidom. On
the asset side of the balance sheet, the most important balance
shown is the one with instalment or lease accounts receivable. The
segregation of this account is very informative, and more so when
reference is made to the reserve for bad debts, and the respective
unrealized gross profit account . On the liability side of this
statement accounts payable are separated into classes depending
upon the nature of the accounts. Customers’ deposits are shown as
a liability. These deposits are a suspense item until the lease
contract is executed and at that time the suspense account is
charged with a credit to instalment or lease accounts receivable.
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The unrealized gross profit account nust not he concealed with any
other account. Good reasoning and sound business policies must be
considered. This reserve is not part of the not worth. An account-
ant familiar with this type of business or even an auditor examining
this account and its composition as shovm by supporting schedules
will undoubtedly treat this reserve in a section by itself. The
total reserve itself is not as important as is its composition.
The schedule will show how near or remote the time is when the
profits might be realized. Reference to the supporting schedule,
as shovfla on the balance sheet, and to the subsidiary account with
accounts receivable will determine the amount of delinq^uencies in
the reserve. As already stated, some accountants favor another
treatment of this reserve account. They favor reducing accounts
receivable by the unrealized gross profits account. This treatment,
of course, is unfair and erroneous. It happens very often that the
surplus account is a debit amount. Reference to comparative bal-
ance sheets shov/n reflects this condition. This condition will
arise when operating expenses and non-operating expenses are in
excess of profits realized through collection of receipts. It is
not at all unusual for a retail furniture instalment concern to
reflect a debit balance in surplus and also show a large credit
balance in the unrealized gross profit account. This condition
means that the profits are not being realized fast enough to keep
pace with business expenses. To reiterate, it is not a good policy
to pay a dividend from this reserve account. The account at its
best is a contingent income account depending for realization upon
actual collection of cash.
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Table
Comparative Profit and Loss Statements
December 51, 1929
Current
Period
1929
Last
Year
1928
Gross InstaLment Sales 1,000,000. 900,000.
Less Credits:
Replevins 100,000. 80,000.
Rets. and Cancell. 140,000. 140,000.
Discounts 5,000. 4,000.
Allowances 5.000. 6.000.
Total Credits 250,000. 230.000.
Het Lease Sales 750,000.
llet Cash Sales 50,000. 30,000.
Total Ret Sales 800,000. 100.00 700,000. 100.00
Cost of Goods Sold:
Opening Inventory 150,000. 18.75 125,000. 17.857
Wet Purchases 350,000. 45.75 325,000. 46.428
Freight 10,000. 1.25 8,000. 1.142
Less
:
5ly ,000. 63,75 458.000V “8’5.427
Spec. Sales Cost lO'ooo. 1.25 8,000. 1.142
Closing Inventory ±00,000. 12.50 150,000. 21.428
Total 110,000. 13.75 158,000. £2,570
Cost of Goods Sold 400,000. 50.00 300, OOO. "42.857
Gross Profit on Sales 400,000. 50.00 400,000. 57.143
Operating Expenses ,uuu. "37; 50 290,000. 41.428
ITet Profit on Trading 100,000. 12 .50 110,000. "T577T5
Deduct: Other Charges 25,000. 3.125 30,000. 4.285
75,000. $.375 8O,000. “11.430
Add: Other Income 5,000. ,625 1,000. .144
ITet Profit for Period 80,000. 10.000 81,000. 11.574
If the first column is used for current months operation in compar-
ison with second column which would reflect same month last year,
two additional columns could be used. One would be for the current
period to date and the other one would be for last year to date.
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The Profit and Loss Statement
The profit and loss statement may treat unrealized prof-
its as income hecause the actual entry for the contingent item is
treated properly in the general journal. A system can be conceived
in which only realized profits are shovm on the profit and loss
statement. This system v;ill not prove beneficial or practicable
because collections made in the current period on sales made in
prior periods will necessitate the crediting of the current period^
income. In other words, the current period will gain to the detri-
ment of past periods because of collections in this period on sales
made in past periods. Table ICCIX shows a profit and loss statement
which is best shovm in comparative form. The schedule can reflect
four statements for comparative purposes, if monthly statements are
drawn. ?or purposes of this record the yearly comparative state-
ments are only shown. Table XlilX shows a percentage column which
reflects operating costs in terms of a per cent based on net sales.
Lease or. instalment sales are first shown as a gross amount and
then as a net amount. To net instalment sales is added net cash
sales thus arriving at the total net sales. It is to be noted that
special sales are treated as a deduction from cost. The other
treatment is one which credits purchases for the cost of special
sales and thus does not show special sales on the statement. Either
treatment accomplishes the same result. The statements shown are
easy to read and understand and yet the salient features are clearly
brought out. Heplevins, if desirable, could be "broken down” into
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the years of origiri. For statement purposes this is not necessary,
because reference to the credit journal will reflect the years
against which these replevins apply. If replevins were treated as
purchases, a treatment erroneous in theory as already pointed out,
the replevins would disappear from the statements, and the profit
would be undoubtedly increased. Such erroneous treatment would
bring about a condition in which profits , would be incorrectly
reflected. Some accountants have advocated a treatment of sales
which would of necessity favor one year's transactions to the det-
riment of another year. This the ary calls for including in income
only that portion of sales v;hich is collected even though this col-
lection is in a period removed from the date of the sale. 7or tax
purposes this theory is proper and is usual as already brought out.
For statement purposes it is incorrect and unfair to an instalment
concern. It is from this comparative profit and loss statement
and the other records that a statement of transactions and results
can bo prepared. The percentage of mark-up is properly shown on
net sales but will vary from the usual mark-up, depending upon the
loss or gain which will be reflected because of replevins. Replevins
are always shown as the amount necessary to close out. the accounts
unless miscellaneous charges, such as carrying charges, have improp-
erly been treated as income previously. If such is the case, the
carrying charges or miscellaneous charges are not to be included
in the replevin. They should be charged against the account cred-
ited. This account may be other income or the account with unreal-
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iaed gross profits.* Losses on replevins are a charge against the
year in which the replevin becomes necessary. Any other treatment
is unfair and inaccurate.

Table :ca
Comparative Statement of He suite of Transactions and Operations
December 31, 19£9
Current Last
Year Year
1929 > 1928
Receipts
Collections 19£9 100,000.
Collections 19£8 350,000. 325,000
.
Collections 1927 250,000. 500,000.
Collections 1925 200.000. 250,000.
Total Collections 900,000. 81.4 875,000. 89.3
Down-Paymen t s
ITev/ Sales BFTnUOT 12.1 75,000. 15.
"Add-On” Sales 5,000. 5.6 5,000. 5.
"Re-Open" Sales 10,000. 13.3 5,000. 5.
Total Down-Payments 100,000. 85.000.
Cash Sales 55,000. 40,000.
Special Sales 11,000. 5,000.
Miscellaneous 1.000.
Total 55 ,000
.
45,oo0.
Total Receipts 1,055,000. 1,(J05,000.
Analysis of lease Sales
p'ew Sales 700,000. .00 550,000. 73.34
(Do. of above) (17,500) (13,000)
"Add-On" Sales 75,000. CO•CO 100,000. 13.33
(Do. of above) (1,000) (2,000)
"Re-Open" Sales 75,000. CO•CO 100,000. 13.33
(Do. of above) (1,500) (1.500)
Det Sales(E:cclii.of Replevin s) 850, 000. 100.0 750,000. lOo.CO
Departmental Sales
J^urniture 550,000. 100. 500,000. 100.
Cross Cost 310,000. 47.7 250,000. 50.
Gross Profit 040, OoO. 5 • o 3dO,oC6. 50
.
Radio 150 .OctOt KrOv" lOOVCTCnjT roo . ' •
Gross Cost 90,000. 50. 50,000. 50 .
Gross Profit 50 , 0JO 40. co.ooo: 50 .
Replevins
^t. Credited to ^ccts. 100,000. 75.9 50,000. 80.
Amount Paid In 30,000. 23.1 20,000. 20.
Original Sales Amount 130, OOO. lOO.O 8O,OO0.
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The c ornpa^rative statemcjiit of results of operations and
transactions can have tvjo additional coliums, as explained, for
the comparative profit and loss statements. These two additional
colu’ons would reflect results for current period to date and cor-
responding period of last ycu,r. This is very desirable v;he.n the
first tv.'o colu::ms are used for monthly transactions, iluch has
already been said about collections. Collections could be based
on the type of sale, such as new, ” re -open'/ or "add-on" sales,
nothing of vital importance, hov/ever, is brought forth by following
such a procedure. Table ICQi is a comparative statement and collec-
tions are sho;vn first as applying to the years of origin and second-
ly as a total t The total figure and its corresponding percentage
is based on actual collections and its comparison to the amount of
"maturities". As already shovai, the "maturity’' amount is taken from
the subsidiary account to accounts receivable. Out of a possible
one hundred per cent eighty-one and four tenths per cent was col-
lected. This computation is not based on the accounts receivable
as is often erroneously done. The same procedure is followed when
monthly statements are taken and while a computation based on
accounts receivable might reveal a percentage anywhere from five
to twelve, if the same amount collected was based on the "maturities"
it might reveal anyv/here from seventy-five to one hundred per cent
perhaps
.
Down-payments are based on the type of sale. Down-pay-
ments for nev; sales, "add-on" sales, and "re-open" sales are figured

Ill
separately. This procedure shoves the true result obtained on each
type of sale. The procedure of basing the total dovvn-payments on
total sales is erroneous, Replevins are excluded flfom this com-
putation because if included the net sales would be reduced and
this would tend to erroneously increase the percentage of down-pay-
ments, Cash sales end receipta on cash sales are excluded from all
computations with regards to either collections or dovjn -payment s
.
Net sales, exclusive of replevins, are shown in three
separate totals. This segregation is necessary for the down-payment
computation. The percentage of each class of sales is shown as com-
pared with the total sales. Net sales, after deduction of replevins,
is also sho;vn by departiitents . The gross profits by departments is
also shovjn. This information is very important in that it shows
the volume and mark-up obtained by departments. The amount of cash
paid in on replevins is only an informative computation. Over a
long period, it shows the average amount usually paid in on replevins.
This computation can be of valuable aid in budgeting expenses, sales,
and losses for future years. This statement of results of transac-
tion and operations is a very important statement for every exec-
utive of a retail furniture instalment concern to examine. This
statement, it is doubtless true, is not in use in the department
stores. From this statement many budgets can be prepared, A
'
statement such as above shown should be introduced into every
retail furniture instalment establishment. It proves to be a great
guide for this business.
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Tax Stateinentg
The certificate of condition and the state franchise
report are not difficult to prepare. The former statement is the
same for this type of business as for any other. The latter state-
ment in the most part is a copy of the federal return. However, as
already pointed out, when preparing the state return, if variations
exist between book values and actual values, those variations must
receive careful attention. If the variation is in regards to the
actual value of accounts receivable, the amount of this variation
is to bo taken out of the unrealized gross profit account and not
the surplus account. Nearly all other deductions claimed are a
reduction of the surplus account and not the unrealized gross profit
account. The reason for such procedure is clear because accounts
receivable in a retail furniture instalment establishment represent
unrealized gross profits.
The federal return should receive very careful attention.
The opening amount on the income section of this statement, and
this section is the only section our interest lies in, is gross
profits in cash receipts. This amount is taken from the schedule
determining this amount. The gross profit on cash sales is included
in the amount and a copy of this schedule is attached to support
the amount shown. To this amount is added other income. The de-
ductions are the usual expenses with a few exceptions. One of these
exceptions is the loss on bad debts. The loss on bad debts has
already been explained in the schedule for determination of loss on
I
4
113
bad debts. A copy of this schedule should support the deduction
claimed. The amount written off as bad debts is not the amount to
be claimed because the entire sale when made was not reported as
income. The amoimt to be claimed is the amount written off lessened
by the amount still remaining in the unrealized gross profits account.
Losses on replevins are based on the same theory as losses on bad
debts. The loss claimed as a deduction is the amount written off
lessened by tne amount still remaining in the unrealized gross profits
account plus the appraised value of the merchandise repossessed. It
is to be remembered that replevins arising from sales made in the
current period can be treated the same as cancellations and can be
figured in while determining the gross profit ratio. With the above
exceptions properly recorded on the federal tax return and supported
by copies of the various schedules, the return can be filed.
Deductions for losses in prior years covering a two years basis
can also be deducted in the return. In other words, exclusive of
the exceptions already explained, the taoc return filed is the usual
one for a corporation. It is to be remembered also that the profit
and loss section, with the exception of deductions for losses of
prior years, is also used in the preparation of the state franchise
tax return. All of the schedules needed for tax retui*ns will be
found in the general journal. The general journal, if properly
liept, maJces the computation and preparation of tax returns a simple
matter
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Summary
The retail furniture instalment business is a special-
ized field of business activity with very specific problems of
its ovm. This type of business today, commands a very important
place in the development of commercial success and is, in no small
measure, highly essential for continued prosperity. In the instal-
ment group of businesses, the retail furniture instalment business
is second only to the automobile trade as far as volume is con-
cerned. Accounting theory, while it very seldom varies in its ap-
plication to different problems, must be specifically applied to
the retail furniture business in a certain specified manner. The
outstanding records of great importance are; the sales journal,
the journal of credits, and the cash receipts book. The three
mentioned records give forth information very essential to the
grov/th of this business. These records form a guide to the bus-
iness. It is very important to be able to easily ascertain the
amount of new sales, "re-open” sales, and "add-on" sales. This
information immediately furnishes the executives with reasons for
increases or decreases in volume and also indicates the sources.
The volume of every department is reflected in the
sales journal with its corresponding cost. All of this information
is contained in the sales journal. Prom this record is obtained an
accurate base on which to compute collections. Every sale is al-
located in a subsidiary record to its proper column. The month
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coluon immediately reflects the amount which should be collected
based on the terms granted. Neither the accounts receivable nor
the net sales is a proper base in the computation of net collections.
Either one may be a proper base in other fields of commercial ac-
tivity. In this instalment business, the one and only proper base
is the ’’maturities" amount as reflected in any given month. Ar-
bitrary figures are guesses and are ruinous. Down-payments are '
properly computed on sales after sales are specifically segregated
into new sales, "re-open" sales, and "add-on" sales. One down-
payment percentage is meaningless. V/hile collections and down-
payments may appear to be very good, the records may disclose a
reverse and true condition. Collections on certain accounts and
down-payments on certain sales may be so good as to cover up very
poor results elsewhere. The records will disclose the fault and
also point it out. The sales journal aids in all these computations
by its analytical layout.
The journal of credits is a book of great importance
in a retail furniture establishment. This book v;ill analytically
record replevins, and even other types of credits if necessary.
This allocation is necessary for taxations as well as for informa-
tive purposes. Through this allocation is afforded a means of
determining losses occurred because of business done in prior
years. Allocation of replevins reflects losses and points out the
very years, or if desirable, the very month in which the original
sale v/as recorded. It can easily be deteriiiined why the loss oc-
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curred on these replevins by reference to the original sale. The
result may shov/ that bad judgment was exercised by the credit de-
partment, or from the economists’ viewpoint, a depression may have
caused the loss. This journal reflects by departments and even by
%
salesman, the losses occasioned on sales, the profit on which has
already been placed in a reserve account, the unrealized gross
profit account. The unrealized gross profit account can be prop-
erly charged for amounts in it which have already been lost because
of replevins. The replevin contains an economic element in that
it very often reflects business trends and conditions. Replevins
must not and carjiot be handled as a usual credit. This is manda-
tory for taxation purposes. It is not good procedure to treat re-
plevins as purchases and thus do av;ay with the account with replev-
ins, To the auditor, the account with replevins furnishes him with
a good knowledge of the condition of the accounts receivable.
Entries from the journal of credits will be credited to the subsid-
iary account with accounts receivable so tliat the proper balance in
the "maturities” will be shown.
Special sales, so called because of the nature of the
transaction, are credits to the purchases account for their cost
and the difference between the sales amount and the cost is either
a debit or credit to other income. Special sales have no effect
upon computations of any importance. It is, however, to be remem-
bered that receipts on these sales are not taxable as income. The
profit made on such sales is taxable
,
The record with cash receipts is very valuable. The
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journul contains all receipts on lease sales and the receipts are
credited to the proper ’’maturities" column. The debit column, the
amount which should be collected, based on the allocation of sales,
can be compared with the credit column, and the proper amount of
the deficiency is thus ascertained. This result may be expressed
in both a percentage and in dollars. For taxation and informative
purposes, allocation of receipts is necessary. Down-payments are
reflected as a separate item and compared with the proper sales
volume. The volume to which comparison is made must be exclusive
of replevins. Down-payments should not be based on net volume
because the result obtained is inaccurate and misleading. The cred-
iting of the proper control v/ith receivables With all credits,
enables the records to reflect at all times a "perpetual inventory
of receivables". Expressed somewhat differently, the accounts
receivable can be so segregated as to show to an executive the amount
of investment in receivables and their age, Refunds should not be
handled through the journal of receipts. 'The journal ’with receipts
contains a record of total down -payment and this total is then
segregated showing whether it applies to new accounts, "re-open"
accounts, and "add-on" accounts. Percentage of down-payments can
now be effectively shown. The proper handling of this journal with
receipts produces valuable and accurate information which is highly
important. The true facts are presented and are not hidden in the
records because of any faulty procedure. If a poor condition is
reflected in d own-payment s , the very group or groups producing the
poor showing are pointed out, A total figure with down-payments
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will not prove informative, ?he percentage obtained through use
of only one do\m-payment figure may be good or poor. If use is
made of three down-payment figures and application is made to the
volume obtained in these three types of sales, a different result
may be the true condition.
The check register and petty cash book are of importance
only for the proper recording of facts for the retail furniture
instalment business. These books must divide accounts payable
into accounts payable for merchandise purchases and accounts paya-
ble for purchases of expense items. If an account payable is both
a trading and an expense account, it is unnecessary and inadvisable
to open two accounts. One account properly subdivided 7/ill accom-
plish the desired result. Refunds must also be allocated for taxa-
tion purposes, and their amount should be deducted from the amount
of receipts. Refunds must be charged against collections or down-
payments or against both of these items depending upon the type of
refund. Refunds on sales not put through the records should be
charged against the liability account v/hich was credited for these
deposits. All of this is necessary in order to properly reflect
the true amount and percentage of down-payments and collections.
These books, while ordinarily of minor importance, are very impor-
tant in this type of business. The reason is because these records
contain items of a sundry nature which must be deducted from amounts
regularly recorded. Refunds are best handled through the check
register and even the petty cash book. Refunds should not be
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handled through the .receipts hook by use of entries in red*
Only one record for purchases is needed because credits
to purchases can be entered in red. The purchases journal must
carry out the theory of segregation of accounts payable as to
whether they are trade accounts or expense accounts. If an account
payable is both a trade account and an expense account, the amounts
of these parts should be entered accordingly. The journal with
purchases must not be used as a journal for recording replevins
and losses on replevins. If replevins are treated as purchases, a
valuable account containing very important information is withdrawn
from the records. The work entailed becomes unnecessarily excessive
because the unrealized gross profit account must be adjusted imme-
diately for proper recording.
I.Iiscellaneous charges such as finance charges and the like,
if permanent
,
should be treated as other income. These charges
should not be hidden by inclusion with sales, or return sales. If
these charges are included as income when they are not of a perma-
nent nature^ taxes are unnecessarily increased because of the
increase in gross profit. This increase in gross profits increases
the amount of cash to be reported as realized profits. The best
treatment for temporary charges is to credit a reserve account
which is fundamentally a deduction from accounts receivable.
The general journal will carry out the theory of segre-
gation of accounts payable. This book will contain entries such
as those necessary for a change from a lease sale to a cash sale
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and vice versa. This type of adjustment is very important because
it has an effect on down -payment s , collections, and taxation. The
general journal will reflect all schedules necessary for the prep-
aration of tax returns. Schedules such as determination of gross
profits on sales, losses on replevins, losses on bad debts, deter-
mination of realized profits in cash receipts, on a yearly basis,
are reflected in the general journal. The closing entries are
then easily prepared.
The balance sheet is a reflection of a financial condi-
tion at a specified period. In this business, there are two
accounts which must be properly shown on the balance sheet. The
accounts receivable must be shovm as lease or instalment accounts
receivable and should not be combined with either special or cash
accounts receivable. In addition to this segregation, lease ac-
counts receivable should be shov/n so as to reflect the date of
maturity. This segregation is easily obtained from the subsidiary
record with lease accounts receivable. This subsidiary record will
also reflect delinquent accounts. Thus the balance sheet will
reflect the amount of delinquencies against which a proper reserve
fund can be shown. The reserve should also contain an amount suf-
ficient to offset any delinquencies which may later arise in con-
nection with accounts not yet due. All this, in effect, results
in an ageing of che instalment accounts receivable. The other
account, worthy of comment, is the unrealized gross profit account.
It is often argued that this account should be combined with
surplus. To do this is to mislead the reader of the balance sheet.
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The unrealized gross profit is not a surplus account until the
profit is realized. The reserve with unrealized profits, and it
is truly a reserve, must be shown separately. Some accountants
believe that the reserve should be deducted from the accounts
receivable. This, of course, is unfair to the business and at
the same time not proper. The best procedure is to show instal-
ment accounts receivable less reserve for bad debts among the
assetc. The unrealized gross profit account is to be shown as a
reserve on the liability side of the balance sheet. The balance
sheet must also reflect balances due trading accounts payable for
merchandise purchases and amounts due expense accounts payable.
The balance sheet should be shown in a comparative laanner.
The statement of operations should also be shown in a
comparative form. It should show gross lease sales, less credits.
On this figure thus obtained, exclusive of replevins, the down-
payments will be computed later. Fet sales include cash sales, and
the gross profit percentage is now obtained. It is to be remembered
that this percentage is not the one to be used for income tax pur-
poses, because it includes profit, in terms of a percentage, on cash
sales
.
The statement with results of operations is a very im-
portant one. It v/ill reflect net sales by departments and even
gross profits by departments if this is also desired. The down-
payments and collections can be computed and shown on this state-
ment. Down—payment s can be shovi/n first as total in money and then
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in terras of a percentage. But dovm-payments mast be shown in
separate percentages in relation to new sales, "re-open" sales,
and "add-on" sales. The percentage of collections is to be based
on "maturities" and not on accounts receivable or even net lease
sales. The only proper base on v;hich to calculate collections is
on the "maturity" amount as taken from the subsidiary account with
lease accounts receivable.
Income tax forms must be properly prepared. The state
franchise tax presents no difficulties because the profit and loss
statement is essentially the same as prepared for the federal
government. The one exception is the exclusion of losses in prior
years. The statement of condition can be easily prepared from the
books. In the state tax form, it is to be noted that if the actual
values are shown as less than the book values, the proper account
must be reduced. It may be either the surplus account or the un-
realized gross profit account. If inventory is shown for a lesser
sum in the actual column than in the book value column, the dif-
ference between the two amounts is clearly a reduction of surplus.
If lease accounts receivable are sho\7n with a lesser amount in the
actual value colurm, this difference is not a reduction of surplus.
It is a deduction of unrealized gross profits, because this reserve
account contains the unrealized profit on the outstanding receivables.
The one important tax return is the one filed with the federal gov-
ernment. The profit and loss statement on this return is worthy
of comment. It must, of course, contain all the various schedules
already commented on. The opening figure on this return is one
taken from the schedule determining the amount of gross profit in
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the receipte. This figure is made up of the profit on lease col-
lections plus gross profit on cash sales. To this amount can he
added other forms of income. The usual deductions are taken. The
deduction for losses on replevins must he supported hy the proper
schedule reflecting the determination of losses on replevins. The
deduction for losses on had debts must also he supported hy the
statement showing the determination of the loss. The amount of
cash reported as income will also he supported with the statements
showing how the profit was determined. Tax forms, if properly
made out, will prevent the payment of unnecessary taxes.

CHAPTER XIV
Conclueion
The retail furniture instalment business in the United
States is a business of vast importance because of its volume of
sales and because of the current economic trend of purchasers and
purchasing power. Because of these facts the business must func-
tion properly and aggressively
. This can only be accomplished by
the standardization of its records. This standardization is very
essential to the success of this business and can only be accom-
plished by the introduction of standard methods and procedure to
follow in the keeping of the accounting records. Vital information
necessary for the proper functioning of this business can only be
forthcoming from properly kept records. Taxes can be lessened by
the proper preparation of returns based on accurate records. The
business was, in the past, being run without any proper regard to
its accounting records. The results obtained from improperly kept
records are misleading and not informative. The reasons for a poor
showing in commercial activities are hidden within the records.
Properly standardized records as shovra and suggested will point out
the reasons for poor results. The accounting records v/ith receipts,
sales, and credits must of necessity bo standardized and this bus-
iness should report income for ta^cation purposes on an instalment
basis. This method of reporting income inakes necessary proper
provision in the records for information to be furnished the gov-
emTient in order to be allowed to report income in the manner recom—
-124 -
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mended. Reporting income on axi inetalment basis is not an evasion
of taxes. To the contrary, it results in a sharing of profits
with the federal government as profits are realized and collected.
To report income on an accrual basis is to needlessly part with
capital which undoubtedly can be used advantageously in the business.
The account with unrealized gross profits should be set up in every
retail furniture instalment establishment. This account should not
be combined with any other account and this account is not a sur-
plus account, but instead an account from which credits to surplus
will be made when profits become earned. Profits become realized
only when collected. To show an account as a surplus account when
it may not be collected for a period of years, is very misleading.
Dividends should not be paid out of an unrealized gross profit
account. Dividends should only be paid out of earned surplus.
Earned surplus in the retail furniture instalment business is sur-
plus earned through its collections.
Down-payments and collections constitute very important
factors in this business. Poor results obtained in either of these
factors can be properly reflected only through properly maintained
records. Good results in down-payments or collections, if proper
records are maintained, may only mean that the condition is true
because a certain part of the accounts are paying very good. Good
results in collections will be misleading when improper records are
keptj because while collections may be good, the accounts may con-
tain many delinq^uencies
. Properly kept records will show the result
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of operations and the reasons for such showing. This business has
now functioned long enough without the guidance of proper account-
ing records and without good accounting procedure. Accountants
must advocate standardization of all accounting records to be kept
in the retail furniture instalment business. In addition, account-
ants must advocate the proper accounting procedure to follow and
point out the advantages to be obtained from such procedure. It
lies with the audit.ors to prove the benefits to be obtained through
tax relief and the vital information assimilated through properly
kept records. This can only be accomplished through the standard-
ization of all the accounting records maintained in a retail fur-
niture instalment establishment.
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-payments, 14,19,53,68,81,109
Down-payments
,
segregation of, 62
Economic element, 116
Equity, consumer's, 20,29,30
Ethics, 43,90
federal periission, 93
Ereight, 39
Guidance, 3,5,16,34,111
Income, contingent, 104
Interest, 48
Inventory, perpetual, 14,41,88
Investment, 18
J ournal
,
c ormni s s i on
,
85
Journal, credit, 31
Journal, general, 47,91,95
Jounial, purchases, 85,86
Journal, sales, 9,15,21
Lease, 43
Liquidation and depreciation, 34
Losses, 34,74,108
**I.Iaturities"
,
12,13,110
Necessity, statistical, 65
Net -worth, 104
Operations and transactions,
statement of, 109
Percentages, 92
Percentages, average, 85
Percentages, eoinparative
,
35,105
Percentages, independent, 11
Periods, credit, io
Posting machines, 61
Profit and loss statement, i05
Profits, realized, 69
Profits, reserve with unrealized
gross, 20
Purchases, 29,87

IIILEa X29
I?ucGiptL, conflicting tlieorice of,
^id
Record, perpetual, 9
Refunds, 62,81,95
Register, cliecl:, 80,8-1
Repairs, 89
Replevins, 26,28,29,32,86,109
Reserve, unrealized gross profits,
104
Sales, 4,36
Sales, "add-on”, ±3
Sales, cash, 24
Sales, "notify", 65
Sales, "re-open", 13
Sales, special, 37,38
Schedule, realised and unrealized
gross profits, 23,92
Schedules, 92,113
Schedules, Tinroalised gross
profits, 103
Specialization, 114
Standardization, 124
Statenents, financial, 19,101,105,
109
Suinuary
,
114
Surplus account, 22,28
Suspense account, 97,103
System, stock, 40
Taxation, 25,39,93,112
Terms, 33,44
Trade, automobile, 8,51
Trends
,
8
Values, book, 122
Volume
,
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